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An Investment in Good Deeds 


American Bankers Association Subscribes $468,000 to Set Up 
Educational Foundation to Celebrate Half-Century of Existence. 
Asks Congress to Act Promptly in Extending Charter of Federal 
Reserve Banks in Perpetuity or 99 Years. Meeting Harmonious. 


N investment in good deeds was selected by the 
American Bankers Association, at its golden 
anniversary convention at Atlantic City, as the 
most fitting means to celebrate a half-century 

of progress in banking and business. The sum of 
$468,000 was subscribed to set up an educational 
foundation, which will provide scholarships through- 
out the United States for deserving students in Amer- 
ican colleges and universities “for the preservation of 
clear thinking.” 

The raising of a half million dollars was fixed as 
the first objective in the foundation movement, which 
promises to be almost as notable a contribution to 
advancement in education as was the American Insti- 
tute of Banking, which was created by the American 
Bankers Association at the end of twenty-five years 
in its existence to bring a practical knowledge of the 
highest form of banking within reach of thousands of 
clerks, tellers and junior officers in the banks. 

The actual establishment of the foundation takes 
rank as the outstanding achievement of the fifty-first 
annual convention, which revealed a marked harmony 
among the American bankers on public affairs affect- 
ing banking. 


ITHOUT a break in the ranks, the Association 

voted to memorialize Congress to extend the 
charter of the Federal Reserve System in perpetuity or 
for a ninety-nine year period. It asserted that “the 
question of the continuance of the Federal Reserve 
System, now that it has become the subject of public 
discussion, should be taken up promptly and settled, 
because continued uncertainty about the future of the 
System is bound to prove a grave menace to the prog- 
ress and prosperity of the country.” In urging the 
rechartering of the Reserve Banks, which have ten 
years more to run under the initial grant of authority, 
the Association requested Congress to keep apart the 
question of perpetuating the life of the Federal Re- 
serve System from any proposals to amend the Act 


under which the banks operate. Emphasis was laid 
upon the desirability of this plan of procedure in order 
that there might be no confusion between the continu- 
ance of the System and the changing of the details 
under which the System is run. 


N taxation also the Association formally declared 

itself. It voted to ask Congress to wipe off the 
statute books the Federal inheritance tax because the 
government no longer needs the revenues that it pro- 
duces and because it applies to a field that logically 
belongs to the states, inasmuch as it is based on the 
rights of succession to property. The elimination of 
the Federal gift tax was urged on the ground that it 
is not needed for purposes of revenue, and the amount 
collectible under it is out of all proportion to the legal 
difficulties involved in the law imposing it and the vexa- 
tious problems connected with its collection. 

To bring about a more equitable system of estate 
taxation among the forty-eight states, the Association 
recommended that the various states eliminate inheri- 
tance taxes on the intangible personal property of non- 
residents, such as notes, stocks and bonds. As a satis- 
factory and practical method of dealing with this 
problem, it was suggested that states adopt reciprocal 
legislation such as has been enacted by Connecticut, 
Massachusetts, Pennsylvania and New York. It was 
pointed out that this action will not deprive any one 
state of any very substantial amount of money and 
will render stocks of its corporations more attractive 
to investors, at the same time tending to make these 
states more popular for the organization of new cor- 


. porations. 
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By limiting the scope of its resolutions to these two 
considerations, the bankers departed from the time- 
honored custom of making a declaration on a number 
of timely subjects. The change is attributed to the 
desire to emphasize their position on the two trans- 
cendently important questions by concentrating fire 
instead of scattering the shot on a number of topics. 


CER 
SPAS SS 
| 
@ 
f 
i} 
(| 
& 


188 AMERICAN BANKERS ASSOCIATION JOURNAL 


The Branch banking issue, which met 
with a happy solution at the fiftieth an- 
nual convention at Chicago when the Asso- 
ciation endorsed the McFadden bill with 
the Hull amendments that curb the further 
extension of branches, did not come before 
the convention. The action taken at the Chi- 
cago convention for the preservation of the 
American independent system of banking 
stands as the attitude of the Association. 

There was one outside development at At- 
lantic City that gave further indication that 
this position is truly representative of the 
banks throughout the country. On the eve 
of the first general session there was a meet- 
ing called independently by bankers op- 
posed to branch banking. With Charles H. 
Segerstrom, president of the Independent 
Bankers League of California, acting as 
chairman, the meeting voted to endorse the 
McFadden bill, as it passed the House of 
Representatives. This is the identic meas- 
ure that bears the endorsement of the 
American Bankers Association. 

Deputy Comptroller of the Currency Col- 
lins informed the participants that the 
Comptroller was opposed to the further ex- 
tension of branch banking and was prepared 
to recommend to Congress that the McFad- 
den bill, in the form that it passed the 
House of Representatives at the last ses- 
sion, be made law. He explained that this 
measure would permit city-wide branch 
banking by national banks in those states, 
which allow state-chartered banks to operate 
branches, but would effectually confine the 
practice to the states which authorize it. 

While certain leaders in the United States 
Senate have announced their opposition to 
the McFadden bill in this form, Mr. Collins 
expressed the opinion that the sentiment in 
the Senate had not been developed, and indi- 
cated faith in the ultimate passage of a 
measure, carrying the proposed provisions. 
The resolution approving the bill as it 
passed the House of Representatives was 
sponsored by Andrew J. Frame, the dean 
of the Wisconsin bankers, who has been un- 
alterably opposed to branch banking for 
many years. 


Word from McFadden 


HE McFadden bill came before the con- 

vention officially when Representative 
Louis T. McFadden, of Pennsylvania, the 
author of the measure which seeks to lib- 
eralize and modernize the National Bank 
Act in fifteen particulars, as well as place 
a curb on branch banking, dispatched a tel- 
egram to President Knox. In this message 
Mr. McFadden said that he wished to as- 
sure the bankers that until this bill had been 
disposed of by Congress he would make no 
effort to press for passage the other bill 
(H.R. 12453), which he introduced in the 
House of Representatives on the last day of 
the past session. 

The second McFadden bill, as it is gener- 
ally known, proposed to “demobilize” the 
Federal Reserve Banks by taking away their 
power to issue Federal Reserve notes against 
gold, and to make membership in the Sys- 
tem more attractive to country banks by 
permitting them to carry part of their legal 
reserves in the form of cash in their own 
vaults or on deposit with their reserve city 
correspondent banks. While the first meas- 
ure has been warmly supported by the 


bankers, the second bill has encountered a 
large measure of opposition, and it was 
feared that, if the two measures were com- 
bined, the opposition to the latter might 
seriously imperil the enactment of the first. 


The General Sessions 


HE call to public service was sounded 
frequently during the meetings of the 
bankers. 

In opening the convention, William E. 
Knox, the retiring President, declared that 
while it was very well to preach the doc- 
trine of sound economics to the business 
man and the man of affairs the bankers 
would not have attained the full measure 
of their service until they should have de- 
vised some means of bringing to the work- 
ing man the same sound economic doctrine. 
Alluding to the great waste in the spending 
of the working man’s income, Mr. Knox 
said that, while it was not in the direct line 
of the bankers’ duty to prevent this waste 
in daily spending, they might properly un- 
dertake a movement to overawe poverty 
and old-age dependence by providing a 
workable plan by which the ordinary work- 
ing man could escape the twin terrors of 
declining years. 

Alluding to the prosperous condition of 
the country, Mr. Knox ventured the pre- 
diction that the passage of a tax reduction 
bill by Congress would add to the nation’s 
prosperity. He suggested that “in the pros- 
pective general reduction of taxes certainly 
the time has come when not only individu- 
als but corporations should be considered as 
entitled to a measure of relief.” Banks have 
not profited from the lowering in Federal 
taxes to the extent of other businesses, he 
pointed out. “Before the repeal of the ex- 
cess profits tax,” he observed, “merchan- 
dise corporations increased the price of their 
goods and made profits on a rising scale, 
while the banks, under the Federal Reserve 
System, were getting less interest on their 
money and paying greater operating ex- 
penses. While the price of everything was 
going up, the price of money was on the 
way down, and as money is the only com- 
modity banks have, they were at a great 
disadvantage. The banks were compelled to 
pay the maximum excess profits tax with- 
out an opportunity to make excess profits. 
The same is true today, although perhaps 
to a less degree.” 

The progress that banking has made dur- 
ing the past fifty years was developed by 
Lewis E. Pierson, chairman of the Board, 
Irving Bank-Columbia Trust Company, of 
New York City, who recounted how or- 
ganized banking had brought about the 
resumption of specie payment, the indus- 
trial upbuilding of the country, the organ- 
ization of the American Institute of Bank- 
ing, the creation of the Federal Reserve 
System and the financing of America’s part 
in the World War. In casting about for 
means to celebrate the Association’s golden 
anniversary, Mr. Pierson said that it was 
unanimously decided that this could best be 
done by “some definite and continuing con- 
tribution to the development of sound think- 
ing on matters of business and _ finance.” 
This revealed the plan of the educational 
foundation, which Mr. Pierson said epitom- 
ized the motives which for fifty years have 
animated the American Bankers Associa- 
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tion. He then unfolded the plan for setting 
up the foundation, announcing, at the same 
time, that more than $200,000 had already 
been raised. 


Lowden on Agriculture 


GRICULTURE is recognized as the basic 
industry of the United States and, at 
the second general session, the problems of 
the farmer were most sympathetically pre- 
sented to the bankers by Frank O. Lowden, 
former Governor of Illinois and one of the 
leaders in the movement to bring about 
greater stability in the prices of farm prod- 
ucts by having the farmers organize and sell 
their products scientifically. 

While admitting that the condition of the 
farmer was improved, Governor Lowden 
said that the farm problem was far from 
being solved. He asserted that the banker, 
by the confidence that he usually enjoys in 
the community and by his intimate contact 
with the business of his customers could 
wield a mighty influence upon the agricul- 
ture of the country, which might be the 
determining factor in the. struggle which 
agriculture is making to maintain itself. He 
recited that Department of Agriculture sta- 
tistics disclosed the farmer made only 3.6 
per cent last year on his invested capital, 
with allowance for a wage that was far 
less than that prevailing in other industries. 
As this was a period of more than ordinary 
prosperity, Governor Lowden voiced doubt 
as to whether an enterprise could go on with 
such a meager return. 

“Agriculture,” he said, “finds itself with 
its millions of members freely competing 
among themselves, while it is obliged to sell 
its products in a highly organized industrial 
and commercial world. If the farmers are 
to put themselves on terms of equality with 
the great industries of the country, they, 
too, must organize.” 

While some of the farmers’ cooperative 
marketing associations have failed, he stated 
that the mortality among them had been no 
greater than among new business organiza- 
tions in other fields and predicted that they are 
destined one day to occupy the entire field. 

At the concluding general session Martin 
W. Littleton, a former Democratic mem- 
ber of Congress and one of the most promi- 
nent barristers in the United States, dis- 
cussed the perils to constitutional govern- 
ment that lurk in a direct democracy. He 
declared that the attacks which have been 
made on the Supreme Court were aiming 
at representative government, and argued 
that the rights, guaranteed by the written 
constitution of the United States, might be 
taken from the people if the enemies of 
the highest tribunal were successful. 

As a constructive suggestion, Mr. Little- 
ton proposed that Congress should set up 
a committee to pass upon the constitution- 
ality of proposed legislation to the end that 
there would be fewer cases that would have 
to be reviewed by the Supreme Court. 


The Divisional Conferences 


N the divisional conferences the particu- 
lar problems of the various classes of 
bankers were given more specific treatment. 
The National Bank Division session was 
marked by the appearance of John Q. Til- 
son, of Connecticut, the new floor leader of 
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the Republican party in the House of Rep- 
resentatives. The leader of the administra- 
tion forces, though prefacing his remarks 
with the announcement that he spoke only 
for himself, discussed the forthcoming re- 
form in Federal taxation. He asserted that 
the “inordinately high” surtaxes must go, 
and that the “indefensible” Federal inher- 
itance tax, the “Peeping Tom” clause per- 
mitting the publication of income tax pay- 
ments and the “unworkable” Federal gift 
tax should join in the march to oblivion. 
He stated that the permanent peace time 
maximum income tax rates should not ex- 
ceed 15 per cent. 

The Division heard A. F. Dawson, presi- 
dent of the First National Bank of Daven- 
port, Iowa—the first institution to be 
_ granted a national bank charter—make an 

appeal for a liberalized and modernized Na- 
tional Bank Act.. He emphasized the neces- 
sity for the passage of the provision that 
will permit national banks to make five-year 
loans on improved real estate, asserting 
that this amendment would be of benefit to 
90 per cent of all national banks throughout 
the country. Furthermore, he added that 
changing conditions, with the marked growth 
in time deposits, have made the proposed 
step sound and advisable in every way. 

The decline in the earnings of national 
banks suggests the necessity for coopera- 
tion on the part of banks in introducing 
charges that cover the services rendered, 
Ben Johnson, president of the Commercial 
National Bank of Shreveport, La., said. 
Service charges on unprofitable checking ac- 
counts afford one means of increasing bank 
earnings, he observed, while losses may be 
reduced by more careful credit analysis. 


Savings Jump Two Billions 


AN increase of more than $2,000,000,000 
during the past year in the aggregate 
savings deposits of the country, as reported 
by the retiring President, indicated that 
these institutions were continuing to make 
progress while the Division gave its atten- 
tion to a new proposal to increase the profits 
of savings banks and departments. 

With the growth in the popularity of 
mortgage bonds, Taylor R. Durham, vice- 
president of the Chattanooga Savings Bank 
& Trust Company of Chattanooga, sug- 
gested that the savings banks should install 
a mortgage loan department and offer par- 
ticipating certificates in mortgages to the 
public as investments. The introduction of 
such a department will afford a profitable 
adjunct to the bank, he said, and will pro- 
vide a gilt-edge investment, paying a high 
rate of interest, to the man who has ac- 
cumulated enough to seek a good security. 

In the selection of investments the sav- 
ings bank should exercise the greatest care, 
K. M. Andrew, vice-president of the La 
Porte Savings Bank, of La Porte, Ind., ob- 
served in laying down the principles that 
should guide a prudent bank official in the 
purchase of bonds. Due to the shift of base 
in certain fundamental lines of investment, 
and the passing of the public fancy from 
one form of demand to another, he sug- 
gested that long-term industrial issues were 
hardly adapted to savings fund investments. 

The grounds for complaint that the sav- 
ings banks have against the operations of the 
building and loan associations were recited 
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by Frank P. Bennett, Jr., editor of the 
United States Investor. Pointing out that 
the homestead associations are free from the 
reserve requirements of banks, exempt from 
Federal and state taxes and subject to less 
supervision than the chartered banks, Mr. 
Bennett referred to their impressive growth 
but attributed a great deal of it to the mis- 
taken impression that there is little or no 
difference. between money in a building and 
loan and in savings deposits payable on 
demand at a bank. 

Cognizance was taken by the Division of 
the widespread vogue of installment buying 
which adopted a resolution declaring that 
savings banks should use their influence to 
hold the buying within proper bounds by 
suggesting to their depositors “properly to 
limit their expenditures for luxuries under 
deferred payment plans.” 


Growth of Trust Services 


prediction that the day would come 
when trust company administration of 
estates would be as commonly accepted as 
the use of checking accounts was made by 
Uzal H. McCarter, president of the Fidelity 
Union Trust Company of Newark, before 
the Trust Company Division. He recounted 
the strides made by the trust companies in 
the realization of their visions and expressed 
enthusiasm over the outlook for the exten- 
sion of trust services. 

‘One of the novel features of the conven- 
tion was the dramatic preséntation of the 
trust company idea in the form of a playlet, 
which showed the process of establishing a 
family trust fund. The action depicted how 
in real life the trust officer functioned in 
outlining the features of a will, cooperat- 
ing with the bar in the drafting of the neces- 
sary legal documents, arranging for the set- 
tlement of an estate and providing for the 
protection of the beneficiaries through the 
conservation of the property. 


State Banks Hear Underwood 


HE underlying economies in the program 

for the consolidation of the railroads 
were revealed to the State Bank Division by 
Senator Oscar W. Underwood, of Alabama, 
who disclosed the philosophy behind the pro- 
posed mergers of the transportation system 
to the end that the people might have 
cheaper and more efficient carriers. Dealing 
in a broad manner with the problem, Sena- 
tor Underwood indicated that its solution 
lay along the lines of grouping the various 
railroads into systems that would not divert 
the flow of traffic from its natural chan- 
nels. 

There is little likelihood of all state banks 
ever being governed by one code of uniform 
banking laws, George V. McLaughlin, Su- 
perintendent of Banks for New York State, 
declared, due to the various conditions that 
prevail in the different sections. Rather than 
seek the adoption of a uniform code of 
laws, those interested in sound banking 
should endeavor to see that all state banking 
codes include certain fundamental principles, 
he said. States should eschew trying to 
regulate interest rates by legislation, Mr. 
McLaughlin added, but should see to it that 
the supervisors have adequate means for en- 
forcing the laws that are written on the 
statute books. 
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The most marked weaknesses in the vari- 
ous state banking laws, in his judgment, are 
those provisions which permit the granting 
of charters of banks, without a searching 
examination into the character of the in- 
corporators, and without requiring an ade- 
quate amount of paid-in capital. 


Examiner System Praised 


HE clearing house as a means by which 

bankers may stop abuses and promote 
sounder banking methods was pictured by 
R. F. McNally, vice-president of the Na- 
tional Bank of Commerce of St. Louis, be- 
fore the Clearing House Section. The ex- 
tension of the clearing house examiner sys- 
tem was advocated by Craig B. Hazlewood, 
vice-president of the Union Trust Company 
of Chicago, as an effective aid for keeping 
banks in good condition and preventing bank 
failures by tightening up the banking ma- 
chinery. Recalling that there had been 704 
bank failures during 1924, he asserted that 
it was an absolute certainty that there would’ 
have been fewer closings if a great many of 
the failed banks had been better managed. 
Emphasizing the value of the clearing house: 
examiner system, Mr. Hazelwood so im- 
pressed the assembled bankers with the 
strong features of this critical self-exami- 
nation that the State Bank Division and the 
Clearing House Section adopted resolutions. 
recommending the installation of the sys- 
tem not only in the larger cities but among 
the country banks. 

J. W. Bailey, Governor of the Kansas 
City Federal Reserve Bank, discussed the 
need for closer cooperation among banks,. 
but warned against any moves that would 
threaten the extinction of the American sys- 
tem of independent banking through the ex- 
tension of branches of the great banking in- 
stitutions. 


Important Change Proposed 


AN important change in the internal or- 
ganization of the Association was fore- 
shadowed. The Executive Council recom- 
mended that the Constitution be amended to 
admit automatically the presidents of the 
Clearing House Section, the State Secretar- 
ies Section and the American Institute of 
Banking to membership on the Administra- 
tive Committee. The General Counsel was 
directed to draft such a proposal for future 
submission. 

Oscar Wells, president of the First 
National Bank of Birmingham, Ala., was 
elevated to the presidency, while Melvin A. 
Traylor, president of the First Trust & Sav- 
ings Bank of Chicago, was advanced to be 
First Vice-President. Thomas R. Preston, 
president of the Hamilton Trust & Savings. 
Bank of Chattanooga, Tenn., was elected 
Second Vice-President of the Association. 

Nathan D. Prince, president of the Hart- 
ford-Connecticut Trus# Company, of Hart- 
ford, Conn., was appointed to be Treasurer 
of the American Bankers Association. 

In retiring as President of the Associa- 
tion, President Knox said: 

“Tt has been a very great year for me. I 
have learned more about the American 
Bankers Association than ever I knew. I 
have done to the extent of my ability the 
work that came to my hands, and it has 
been a pleasant work. 
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“I have gone here and there about 
the country, meeting the bankers of 
the country in their home surround- 
ings. I feel that so far as I am con- 
cerned the finest thing for me about 
the year that I have spent in your 
service has been the close contacts 
that I have made with the men who 
represent the banking fraternity. It 
has been finding out that they are a 
lovable crowd. They are real human 
beings. There is not one of them 
who has not given me a warm wel- 
come. Their friendship is worth 
while. I hope that they have for me 
as friendly a feeling and as much af- 
fection as I have for them.” 

In passing over the leadership of 
the Association to Mr. Wells, the re- 
tiring President said: “Following me 
you have a man whom I did not know 
very well three years ago, but during 
these three years I have been closely 
associated with him in the work of 
the Association I have learned to re- 
spect him. I have learned to have a 
high opinion of his wisdom and _ his 
judgment. I have found a real af- 
fection for him for his manliness, his 
fairness, his kindness. I know that 
under him the affairs of the Associa- 
tion will be much better carried on 
than they could possibly be under a 
man like me.” 


Wells Takes Office 


| ipl assuming the office, Mr. Wells 
said: “I can well imagine that my 
predecessors have come to this incident in the 
process of its development with mingled emo- 
tions, a heart filled with gratitude for the 
honor conferred upon them, as I feel now, 
grateful for the confidence reposed by the 
act, but with a mixture of misgivings as to 
the responsibilities of the future and the 
manner in which the obligations incurred 
may be discharged. 

“You have provided me by your election 
on yesterday, a cabinet ‘of two members, 
both of whom, curiously enough, were my 
friends a long time before any of us ever 
dreamed of being officers of your Associa- 
tion. With the one I served in the days of 
what might be termed apprenticeship, when 
we were both junior members of the fra- 
ternity, and with the other I had estab- 
lished a personal, intimate, family relation- 
ship even before I had been enrolled upon 
the roster of bank officials. 

“This much you have done well, and I 
hope that it may bespeak for you the same 
kind of treatment in all of the things of the 
Association with which I may be concerned, 
for while I have resolved to give to the 
ramifications of its work, extensive as they 
are, the very best efforts that I can give, 
still I can do but little except that I con: 
tinue to merit and receive your loyal sup- 
port and cooperation. I thank you heartily.” 

The closing event of the general conven- 
tion was the presentation of a silver service 
to Mr. Knox as a token of the esteem with 
which he is universally held by bankers. 
Francis H. Sisson, vice-president of the 
Guaranty Trust Company of New York, in 
making the presentation praised Mr. Knox 
for bringing a new type of leadership to the 
Association—a human type of leadership. 
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“The retiring President,” he said, “has 
gone about his duties, has appeared before 
representative bodies in the business and bank- 
ing world, expressing the homely virtues of 
kindness and sympathy and understanding, 
of thrift and honesty, and, if you please, 
family honor, family integrity and the 
things that are fundamental in human life. 
With a splendid sense of humor and a very 
high degree of human understanding he has 
made a great impression upon the Associa- 
tion and upon all with whom he has come 
in contact. He has helped to humanize the 
American Bankers Association, and also to 
present the bankers as human beings to the 
business public, which he has too often not 
been permitted to meet.” 


Resolutions Adopted 


HE report of the Committee on Reso- 

lutions of the American Bankers Asso- 
ciation made the following report which 
was adopted by the general convention: 

“We are grateful to retiring President 
Knox for his devoted service, to those who 
have enriched by their contributions the 
program’ of the Association’s Golden Anni- 
versary Convention, and to those who have 
assured the comfort and pleasure of those in 
attendance. 

“In specific recommendation we limit our- 
selves, by way of emphasis, to expression on 
two subjects. 

“We urge the elimination of the Federal 
estate tax, of the Federal gift tax, and of in- 
heritance taxes by states on the intangible 
personal property of non-residents. In sup- 
port of this recommendation we refer to the 
admirable report at this convention by the 
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special committee of the Trust Com- 
pany Division of this Association. 
“Secondly, we present a _ subject 
which should challenge the thoughtful 
attention of all citizens as it must par- 
ticularly challenge the self interest 
and the patriotic concern of every 
banker. That subject is the Federal 
Reserve System. The rechartering of 
the Reserve banks, now that it has 
become the subject of public discus- 
sion, should be taken up promptly and 
settled. Continuing uncertainty about 
the future of the system is sure to 
prove a grave menace to the progress 
and prosperity of the country. 
“Further, in our opinion, when the 
extension of the charters is taken 
under consideration, the legislation 
should provide that the Federal Re- 
serve System shall either continue in- 
determinately until the Congress takes 
affirmative action to dissolve it or con- 
tinue during the period for which 
national banks are now chartered, 
namely ninety-nine years. We also 
believe that when the bill providing 
for the continuance of the System is 
taken up the consideration thereof 
should not be confused by involving it 
with amendments of the Federal Re- 
serve Act. Amendments should be 
- considered separately and on their 
own merits. The officers of this As- 
sociation are directed to memorialize 
the Congress in conformity with the 
opinions herein expressed, and the 
members of this Association are be- 
sought to forego for the time the pro- 
motion of any divergent views on what is 
secondary, the amendment of the system, 
while giving their united support to what is 
primary, the life of the system. 

“Chairman, Evans Woollen, Chairman 
Economic Policy Commission; Secretary, 
Walter Lichtenstein, Secretary Economic 
Policy Commission; Burton M. Smith, 
Chairman Agricultural Commission; Fred I. 
Kent, Chairman Commerce and Marine 
Commission; John H. Puelicher, Chairman 
Public Education Commission; Francis H. 
Sisson, Vice President Trust Company Di- 
vision; W. C. Wilkinson, Vice President 
National Bank Division; Thomas F. Wal- 
lace, Vice President Savings Bank Division; 
Grant McPherrin, Vice President State 
Bank Division; Paul B. Detwiler, Vice 
President American Institute of Banking 
Section; Eugene P. Gum, Vice President 
State Secretaries Section; Alexander Dun- 
bar, Vice President Clearing House Sec- 
tion.” 

Invitations were extended to the Associa- 
tion to hold its next annual meeting by three 
cities. The Chamber of Commerce of Phil- 
adelphia invited the bankers to come to the 
city during the time of the Sesqui-Centen- 
nial celebration. The Clearing House Asso- 
ciation of Houston urged the bankers to 
come to Texas. The Clearing House Asso- 
ciation of Los Angeles, the Chamber of 
Commerce and many individual bankers 
united in sending a most cordial invitation 
to the Association to return to Los Angeles 
and the Administrative Committee voted to 
accept this most hospitable invitation. 

The registration at the Atlantic City con- 
vention was 3942, of whom 3704 were out- 
of-town delegates. 
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A New Economic Movement 


By WILLIAM E. KNOX 


Retiring President American Bankers Association 


Association Will Try, Through a Campaign of Education in 
Systematic Saving, to Drive from the Mind of the Worker 


the Specter of Dependency in Old Age. 
Federal Reserve and Lightening of Tax Burden. 


T is a privilege to stand here at the 

end of fifty years of the Association 

and take a short glance backward and 

‘a long look forward. In 1872 when the 
Association was started the country was just 
recovering from the effects of the great 
Civil War. It had been a period of un- 
settlement, the same as has been this last 
period of seven years. The country was 
getting back to its bearings, as the world 
has been slowly getting back to its bearings 
during the last seven years. 

The year 1872 marked the beginning of 
the most marvelous era of prosperity that 
has ever been enjoyed by any country, and 
we in this country have been blessed during 
those fifty years with a material prosperity 
such as no nation has ever enjoyed. 

The poorest man in this country lives 
better than kings lived years ago, has more 
luxuries than were dreamed of by our fore- 
fathers. 


Banks Keep Step With Nation 


URING this fifty years many of the 

things that we look upon now as es- 
sential have come into being and the great 
forces of nature have been harnessed for 
our use. 

During the fifty years the banks have 
grown to keep pace with the progress of the 
country. As the country has grown, so 
have they. Every advancement that the 
country has made has been made step in 
step with the banks. 

As we stand here now in 1925, facing the 
future, no man can predict what progress 
we shall make or what things we shall ac- 
complish. It is a great day to live in. It 
has been a great fifty years, and the next 
fifty years I think we all dream will be 
even greater. 

It has been the privilege of the Ameri- 
can Bankers Association during all those 
fifty years to look out not only for the in- 
terests of the banking profession, but to 
do their work as great citizens and look out 
for the interest of the country. 

I have an old fashioned idea that he 
serves the country best who minds _ his 
own business best and pursues it most dili- 
gently, and who while minding his own 
business is also mindful of his duty as an 
American, as a friend and as a neighbor, 
who always keeps before him an ideal of 
manhood, of service and of citizenship that 
enters into his daily life and his daily work 
and makes him know that the work that 
he does for himself, if good work, redounds 
not only to his own benefit, and to his own 


credit, but to the benefit of every one of his 
fellow human beings. 

I think with that idea in mind the Amer- 
ican Bankers Association has gone forward. 
and I am quite sure that although we may 
not have thought about it very much, that 
idea has been in the back of the mind of 
every member of the Association through 
all these years. 

It has been our privilege during all tne 
years to watch out and to see that the legis - 
lators of the country have legislated wisely. 
We have not always succeeded to the full 
measure of our hopes, but we have many 
times succeeded in keeping unwise legislation 
from the statute books, and that in itself 
is no small accomplishment. 


Questions of the Day 


E have two or three things that it 

seems to me are of paramount inter- 
est just at present. The whole country is 
discussing the matter of the rechartering of 
the Federal Reserve System. This is of in- 
terest not only to America, but of interest 
to the whole world. There has been no 
sound criticism of the foundation and struc- 
ture of the System, which has stood the test 
of time. It has been tried and proved. The 
period for which the bank was chartered is 
half gone, and we must look forward to 
renewal of the charter. 

The renewal of the charter is essential 
not only to the banks which are members 
of the System, but to all banks and beyond 
that to all business and beyond that to the 
prosperity of the country, and beyond that 
to the welfare of the whole world. 

It is essential to the whole economic fab- 
ric of the country, industrial and commer- 
cial as well as financial. 

Our single aim and purpose should be to 
support the Federal Reserve System, to see 
that the charter is extended for a long time, 
or indeterminately, and only to be terminated 
by the action of Congress, and to do all in 
our power to perpetuate the System. 

The matter of the Federal Reserve Sys- 
tem and its extension have been under in- 
tensive study since the spring meeting in 
Augusta by one of our standing commis- 
sions, the Economic Policy Commission. 
They have given it their best study and a 
motion was passed last night which will 
come to you in due form in the convention 
from the Administrative Council, commend- 
ing highly the wise work of the Commit- 
tee and asking that it be continued, which 
I think is wise. 

The matter of taxation is engaging the 
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Continuance of the 


Other Aims. 


attention of the country. Our shoulders 
are becoming rather calloused from carry- 
ing the burden of taxes. That applies not 
only to individuals but to corporations. 

Somebody once said that corporations had 
no souls to be damned nor bodies to be 
kicked, which is probably true, but they have 
shoulders to bear burdens, and they have 
heen bearing a very heavy burden, and it 
seems to me that the banks have been pos- 
sibly not as justly dealt with as they might 
have been. 

When the excess taxes were laid it was 
quite possible for commercial enterprises, 
owing to the high prices and the rising 
value of goods, to get back some return, 
but under the operation of banks, with in- 
terest rates as low as they are and have 
been, due to the Federal Reserve System, 
it has not. been possible for the banks to 
increase their earnings. Money and credit 
are the only commodities that they have. 
There was no chance for them to get back 
as much of the surtax as other corporations, 
and our Committee on Taxation will doubt- 
less take this into consideration when they 
again approach the subject, as they will. 


The Need for a Curb on Waste 


T has been the privilege of the Association 

for many years to preach sound economic 
doctrine, to try to show: the people of the 
country who have not been in a position of 
themselves to learn at first hand sound 
economics, what they are—and in that we 
have done a great work. 

Our Committee on Public Relations, our 
Educational Committee and all the various 
agencies of the Association have done 
splendid work in that which cannot be meas- 
ured. The audiences reached have run into 
the millions and the opinions influenced, we 
hope, have run into the millions. 

It is very well to preach economic doc- 
trine; it is very well to talk to the business 
man and the man of affairs about sound 
economic principles, but it seems to me that 
we will not have reached the full measure 
of our service until through some means 
we can bring to the ordinary workingman 
(and that is most of us) and working- 
women the same sound economic doctrine. 

The statement has been made that in in- 
dustry alone the waste in this country runs 
up to ten billions of dollars annually. You 
can discount that to a very, very large 
amount and still the waste would be tre- 
mendous. 

The same thing applies to the daily lives, 
and daily spending of literally millions and 
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millions of our fellow citizens. They waste 
every year—perhaps I had better say we 
waste every year—more than enough to take 
care of our national debts, more than enough 
to put this country absolutely in the easiest 
sort of a financial condition. 

Most men go through life with more 
or less worry on their’ minds, due to 
the fact that they are living from hand to 
mouth, that they don’t know what the fu- 
ture has in store for them, that there is a 
constant dread that when old age comes on 
they may become dependent, and under those 
conditions it is not possible for any man to 
do the best work. 

I think that it is quite possible to work 
out an economic plan and to show people 
that by systematic and small savings, by 
systematic curtailment of waste, continued 
over a period of years, it is quite possible 
for the average man to approach the com- 
ing of old age with a feeling of comfort 
and serenity, knowing that he will have 
enough to provide for his old age. 

Such a plan could be worked out and 
steps are being taken now to work out 
some such plan to invite the cooperation of 
the business men of the country and large 


employers, bringing it to the attention of 
their people. 

The difficulty of inducing a horse to drink 
after leading him to water has never been 
successfully overcome, but if we provide 
the water, if the horse has horse-sense, he 
will drink and so we think that many of 
our fellow citizens will. 

This may be a trifle out of the direct line 
of our business as bankers. I do not think 
it is a bit out of the direct line of our duty 
as bankers to do what we can in that way 
for the prosperity of the country. 

If a scheme like that be put over, it 
would be absolutely of inestimable value to 
the whole nation. 

Looking forward over the fifty years, 
for new ways of service, one of our Com- 
mittees, the Fiftieth Anniversary Committee, 
has hit upon a scheme which calls for your 
hearty cooperation. It has been presented 
to the Administrative Committee, to the 
Executive Council, and warmly indorsed by 
both of them, but the Administrative Com- 
mittee and the Executive Council, without 
the. backing of the membership of the Asso- 
ciation, can do nothing. 

Going forward through the next fifty 
years, may we not look for a heightening 
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of our ideals? May we not see an oppor- 
tunity for even greater service than we have 
renderer, i1 the past? It does not do en- 
tirely to look back on what we have done 
and to point with pride to our accomplish- 
ments. We must look forward, and look- 
ing forward, hoping and working for ma- 
terial prosperity for ourselves and our 
country, we must not forget the great things, 
mental and spiritual, the things which down 
in the bottom of every man’s heart he 
knows to be true, the things that he is 
really guiding his life by. Those things 
ought to enter and do enter into every man’s 
business life. They are a_ background. 
They are an anchor. They are the things 
worth while. 

The ancient Greeks had a race called the 
Torch Race, in which every runner car- 
ried a lighted torch. The man who won 
the race was the man who arrived at the 
goal not first, but the man who arrived at 
the goal first with his torch lighted. 

And so, whatever goal we have in the 
future, whatever we may achieve in the 
future, will not win us the prize, unless we 
have carried the torch of our high ideals 
with us. 


Economic Policy Commission Report 


dB artemis the past year there has been 
increased public discussion of the 
Federal Reserve System and the legislation 
underlying it. This discussion has in the 
main been of two kinds. In the first place 
there have been numerous proposals look- 
ing toward the amendment of the Federal 
Reserve Act and in the second place there 
has been repeated reference to the fact 
that the Reserve banks have now been in 
existence for more than half the twenty- 
year period for which they are chartered 
and that the question of. extending their 
charters must be decided without undue de- 
lay. 

“The Commission is firmly of the opinion 
that these two sets of problems should be 
kept completely separate. It believes that 
in the interest of public policy and national 
welfare all proposals for changes in the 
legislation under which the system operates 
should be kept entirely apart from the ques- 
tion of the extension of the charters of 
the banks. 

“The question of the continuance of the 
Federal Reserve System, now that it has 
become the subject of public discussion, 
should be taken up promptly and settled 
because continued uncertainty about the 
future of the System is bound to prove a 
grave menace to the progress and pros- 
perity of the country. 

“The Commission wishes to make two 
recommendations which it believes will, 
if acted upon, make for the preservation of 
public confidence and the avoidance of un- 
certainties. 


od Bene first recommendation is that the 


American Bankers Association me- 
morialize the Congress asking that when the 
extension of the charters is taken under 
consideration the legislation enacted pro- 


vide that the Federal Reserve System shall 
either continue indeterminately until the 
Congress takes affirmative action to dis- 
solve it or continue during the period for 
which national banks are now chartered, 
namely ninety-nine years. While between 
these alternatives there is no substantial 
difference we are disposed to prefer the 
predetermined period of ninety-nine years 
as inducing greater confidence in the con- 
tinuing stability of the system. 

“The second recommendation is that the 
American Bankers Association in its me- 
morial to the Congress ask that when the 
bill providing for the continuance of the 
system is taken up the consideration of the 
subject shall not be confused by involving 
it with other amendments to the Federal 
Reserve Act. Amendments should be con- 
sidered separately and on their own merits. 
The Act confers on the system no un- 
changeable rights. It has already been 
amended seventeen times and Congress, 
under our proposal, would forfeit none of 
its present rights to amend it further at 
any time. 

“The Commission respectfully suggests 
that the principle on which this second 
recommendation is based should guide the 
procedure of the Congress in all future 
legislation relating to the Federal Reserve 
System. It believes that all such new 
enactments and amendments should be em- 
bodied in single-purpose legislative meas- 
ures and that they should not be passed as 
riders or provisos attached to bills relating 
to other matters. Changes in the Federal 
Reserve Act are of such great importance 
to our business and banking operations and 
to our public welfare as a nation that they 
should receive deliberate and undivided con- 
sideration and their adoption should not be 
conditioned by extraneous considerations. 


667T"HE Commission refrains from en- 

tering at this time upon a discussion 
of recent proposals for amendments to the 
Federal Reserve Act. Just as it holds that 
discussion by the Congress of suggested 
alterations in the legislation under which 
the system operates should be kept sep- 
arate from discussion of the extension of 
the charter of the banks themselves so it 
believes that the same principle should be 
observed in this report. 

“The extension of the charters of the 
banks will remove at once the one under- 
lying question which will remain to create 
doubts and uncertainties as long as it is 
in existence and which invites political 
manipulation and bargaining if it should 
by misfortune become attached to, or in- 
corporated in, proposals for amendment. 
For these reasons the Commission limits 
this present report to the two recommen- 
dations: First, that the American Bankers 
Association memorialize the Congress pe- 
titioning it that when the rechartering of 
the Reserve banks is considered, the char- 
ters be granted to run either for ninety- 
nine years or until abrogated by congres- 
sional action; and Second, that the same 
memorial to the Congress shall ask that 
the bill which provides for the continuance 
of the system shall deal exclusively with 
that subject.” 

The Commission, composed of Evans 
Woollen, Chairman; Paul M. Warburg, 
Vice Chairman; Walter Lichtenstein, Sec- 
retary; Nathan Adams, Leonard P. Ayres, 
Craig B. Hazelwood, Walter W. Head, R. 
S. Hecht, George E. Roberts, H. M. Robin- 
son and W. A. Sadd, made the foregoing 
report. It was readily adopted by the 
Association. 
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How the Foundation Was 


Subscribed 


Fund of $468,225 Includes 28 Subscriptions of $5,000, Three of 
$2,500, Twelve of $1,000. $25,000 from American Institute of 
Banking and $50,000 from the Association. General Expectation 
Amount Assured at Close of Convention is Only the Beginning. 


Y general consent the most im- 

portant event of the American 

Bankers Association 1925 conven- 

tion was the establishment of the 
Educational Foundation by virtue of which 
economic information is to be continuously 
spread through at least one scholarship in 
each state of the union and in the District 
of Columbia and Hawaii. If the achieve- 
ment ended there it still would be a notable 
achievement, but of equal significance is the 
attitude of the bankers in attendance at the 
convention toward the Foundation in that 
they regard it more as a beginning than as 
something undertaken and finished. When 
the last session of the convention ended 
there had been subscribed, pledged, under- 
written or assured a total of $468,225 for 
the Educational Foundation, with a number 
of states yet to be heard from, for the plan 
of raising the fund included a quota for 
each state and due to the official demands 
of the convention on the delegates the rep- 
resentatives of all of the states were unable 
to hold the meetings necessary to give of- 
ficial assurance that the quota would be 
forthcoming. But there is every expectation 
that the few states for which there was 
no response will readily fill their quotas. 
And beyond that there is a feeling and a 
confidence that the educational movement 
thus initiated will gain momentum as time 
goes on, because the more of economic in- 
formation that there is abroad in the land 
the safer are we from economic and other 
miseries. The broader the understanding 
of the existence of unchanging principles, 
the more general the knowledge of those 
checks and balances, those reactions which 
attend all business everywhere and which 
reactions can not be kept out or down or 
thwarted, the better will be all business— 
the less danger of periods of unhealthy 
business excitement inevitably followed by 
compensatory business depression. There 
is a confidence—born of the plan’s recep- 
tion in the last few weeks—that it will make 
a strong appeal to the sound, common 
sense of men of means who from time to 
time consider how best to use funds that 
their country may derive continuous and 
broad benefits. 


Looking Forward 


O the outstanding event of the conven- 

tion therefore is not in the raising of 
this fund, but rather in having started a 
beneficient movement which will grow in 
size and strength as the years go on and 
whose benefits shall fall on many men and 
many communities. 


When an examination is made into the 
very modest beginnings of many of our 
great educational institutions, which literally 
started in poverty and obscurity, and com- 
pare such beginnings with launching and 
the environment of the Educational Founda- 
tion to mark the fiftieth anniversay of the 
American Bankers Association, there is 
found abundant reason for the optimism of 
the bankers. The idea of the Foundation 
has taken all over the country and even out- 
side of the ranks of banking is making a 
strong appeal. As a monument marking 
the fiftieth anniversary of the Association 
it already looms high and inspiring. 

In his address “Fifty Years of American 
Banking,” which is printed elsewhere in this 
issue, Lewis E. Pierson, chairman of the 
board, Irving Bank Columbia Trust Co., 
New York, presented the plan for the 
Foundation to the first session of the general 
convention. The plan is as follows: 

“The Foundation will establish scholar- 
ship endowments in economics and promote 
economic research with the purpose of de- 
veloping a sound public understanding of 
the business questions which underlie and 
vitally affect our national welfare and pros- 
perity. 

“It is proposed to distribute these endow- 
ments in every state, the District of Colum- 
bia, and Hawaii. 

“The incorporation, selection of colleges, 
and details of awards are to be left to trus- 
tees to be appointed by the American 
Bankers Association. 

“It is hoped to raise $500,000 to provide 
one hundred scholarships—$250,000 to be 
subscribed by fifty men contributing $5,000 
each and $250,000 to be subscribed in smaller 
amounts through state quotas. 

“The quota for each state is the ratio be- 
tween its total bank capital and the total 
bank capital of the country. 

“Subscriptions to be paid in full or in- 
stalments before January 1, 1928.” 

The quota for each state is as follows: 

Alabama, $2,125; Arizona, $450; Arkan- 
sas, $1,975; California, $15,500; Colorado, 
$1,675 ; Connecticut, $2,800; Delaware, $675; 
District of Columbia, $1,900; Florida, 
$1,825; Georgia, $4,000; Hawaiian Islands, 
$475; Idaho, $600; Illinois, $20,325; Indiana, 
$6,000; Iowa, $7,500; Kansas, $4,250; Ken- 
tucky, $3,500; Louisiana, $3.000;. Maine, 
$1,000; Maryland, $3,500; Massachusetts, 
$8,750; Michigan, $7,750; Minnesota, $6,500; 
Mississippi, $1,325; Missouri, $9,500; Mon- 
tana, $1,075; Nebraska, $4,000; Nevada, 
$225; New Hampshire, $525; New Jersey, 
$6,875; New Mexico, $325; New York, $37,- 
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250; North Carolina, $3,050; North Dako- 
ta, $1,400; Ohio, $14,000; Oklahoma, $2,750; 
Oregon, $2,675; Pennsylvania, $23,750; 
Rhode Island, $1,200; South Carolina, $2,- 
500; South Dakota, $1,300; Tennessee, $3,- 
750; Texas, $10,500; Utah, $975; Vermont, 
$650; Virginia, $4,600; Washington, $4,250; 
West Virginia, $3,750; Wisconsin, $4,875; 
Wyoming, $475. Total, $250,000. 


John H. Puelicher 


OLLOWING Mr. Pierson’s presentation 

of the subject, John H. Puelicher, former 
president of the Association, in behalf of 
the Foundation, said: 

“From the vantage ground of close asso- 
ciation, I have seen the growth of the edu- 
cational undertakings of the American 
Bankers Association. 

“First came the American Institute of 
Banking, brought to us for moral and finan- 
cial support by the ambitious, thinking bank 
man. He hoped to render a broader ser- 
vice by offering a broader knowledge in 
exchange for broader opportunities. The 
American Institute of Banking changed the 
opportunities of those employed in the banks 
of America. From a hopeless clerkship the 
studious bank man, through this educational 
undertaking, elevated himself to participa- 
tion in a profession which offered a future 
of limitless possibility, of limitless leader- 
ship. And the bank man used his oppor- 
tunity. But for the contribution of the In- 
stitute, this would not have been possible. 
Yet all this magnificent effort was within , 
the profession. 

“Then came the next great forward move- 
ment—the banker’s interest in the educa- 
tional welfare of others—in the educational 
welfare of his community. Recognizing the 
great economic strides of his country, rec- 
ognizing his unusual opportunity of seeing 
the cross sections of these economic strides, 
the banker offered himself to the schools of 
his community as a teacher of banking and 
economics. The work of public education, 
as the work of the Institute, developed with 
the doing, into proportions far beyond the 
dreams of those who laid the original plans. 
The American banker is today making an 
unselfish return in fine citizenship for the 
wonderful opportunities which America be- 
stows on her own — a citizenship which 
should be emulated by all Americans whose 
success is due to her unusual generosity. 

“And now comes the beginning of another 
forward movement. Again it is an educa- 
tional effort; again it is an effort of a pub- 
lic nature; again it is an effort to increase, 
for the benefit of the public, the efficiency 
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of the banker. This time it is a recogni- 
tion of an already discernible future need. 
When the Institute was organized, Ameri- 
can banking was community banking, ‘and 
the ability of the American banker was on 
a par with community banking. Then, be- 
cause of the growing needs of the commerce 
of the country, because of the growing effi- 
ciency in serving these needs, American 
banking had grown far beyond community 
limits in its endeavor to keep pace with the 
economic strides of our country. When the 
public education movement was organized, 
the banker considered the nation his field, 
and national economic intelligence his con- 
cern. 

“Today it is being considered necessary by 
many that there must be done for banking 
what is being done for engineering, what is 
being done for medicine, what is being done 
in every field that hopes to serve humanity 
intelligently and well. If Americans would 
preserve the opportunities of America to 
America’s posterity, there must be injected 
into the business of America a statesman- 
ship which looks broadmindedly and intelli- 
gently at her future requirements, and in a 
statesman-like manner seeks to meet these 
requirements. The banker of the. future 
must more and more identify his interests 
with those of all human interests—from the 
local ones to, in a greater measure than ever 
before, those of the whole world. Economic 
and financial policies and actions through- 
out the world are changing at breathless 
speed. The solving of the questions of the 
future will require greater study, greater 
training, greater research. In his desire to 
help in meeting the requirements of the fu- 
ture, the American banker in this new for- 
ward movement is proposing to aid the 
study of banking and that intelligent re- 
search which comes with intensive study, by 
providing additional incentive to the ambi- 
tious student of banking and economics, is 
proposing the creation of a great educa- 
tional foundation. 

“Appreciating the great good which must 
come from this undertaking, the Executive 
Council voted to contribute from the funds 
of the Association $50,000 toward this Foun- 
dation. 

“With the subscriptions already announced 
by Chairman Pierson, the sum in hand 
amounts to $191,000. 

“What will we do toward accomplishing 
the nucleus of $500,000? Will we now and 
here express our appreciation of the oppor- 
tunities which our country and our profes- 
sion brought us? Will we make it possible 
for that profession to render that greater 
service which comes with broader under- 
standing? 

“No banker here should miss his privilege 
of participating in this undertaking com- 
mensurately with the dictates of his con- 
science and his success. It is only on an 
occasion such as this Golden Jubilee that 
we are so privileged. Let us make it possi- 
ble for others to live abundantly. Let us 
spread as far as possible the good of our 
acts. Let us present this educational fund 
to America before the close of this conven- 
tion. 

“Lord God of hosts be with us yet, 
Lest we forget. Lest we forget.” 


AUL B. DETWILER of the Philadel- 
phia National Bank, speaking as a rep- 
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resentative of the American Institute of 
Banking, said: 

“Who could have foreseen, twenty-five 
years ago, what the Institute would be to- 
day? I can visualize to a certain extent the 
meeting of those who were responsible for 
its inception. There were, perhaps, some 
skeptics who said, what is going to result? 
What is going to be the good of it? Is any- 
thing going to come out of it at all? Buta 
great deal of good has been done. 

“We who have gone through the classes 
have felt that we have benefited immeasur- 
ably because the American Bankers Asso- 
ciation twenty-five years ago sponsored the 
A.I.B.; because your Association brought 
us into being and during the past quarter 
of a century has favored us with financial 
support, counsel, and advice for which we 
are deeply appreciative. 

“Now while you are celebrating a golden 
anniversary we are celebrating an anniver- 
sary too. Ours is the silver jubilee; twenty- 
five years old. We feel that we have reason 
to be proud of the achievements of the past 
quarter of a century, but I say it again; it 
has been because of your support, because 
you brought us into being, that we have ac- 
complished anything at all. 

“We have endeavored to be unselfish. We 
appreciate what has been done for us indi- 
vidually. We are trying to succeed. We 
feel that we are. But we want to have a 
part in a broad, educational movement; we 
want to be a part of an educational move- 
ment which has for its aim the uplift of 
our country’s business and financial struc- 
ture, the support of sound economic rea- 
soning, and the doing away with some of 
the false doctrines that we hear so much 
about. 


66 E do not want to be just in a nar- 
row groove and help ourselves; help 
ourselves to succeed in some small measure in 
the banking profession, but we want to be 
broad visioned, and have a part in something 
that is big and will get bigger in the future. 
“Now, then, we have endeavored as an 
Institute to cooperate with the American 
Bankers Association in their public educa- 
tion work. We have endeavored to have 
some small part in the speaking program, in 
schools and before civic clubs, and in the 
radio work, but we are not satisfied. Here 
we come to our twenty-fifth birthday. We 
wanted some way in which we could cele- 
brate it, and celebrate it right. Some little 
time ago we heard of Mr. Pierson’s plan. 
Those who were responsible for the man- 
agement of the Institute today said: “That 
is the thing, that is what we want, that is 
going to give us the opportunity to cele- 
brate our birthday.’ So what have we done? 
We approached our membership, with The 
Foundation Fund plan and the Institute 
spirit that has carried us over some pretty 
tight places has responded to the appeal. 
The contributions are coming in from indi- 
viduals; individual members of our Asso- 
ciation. They are not coming in $5,000 lots. 
We have not got to that point yet. But we 
are getting a dollar here, we are getting 
$2.50 or $5 there. Some of those who have 
gone through the classes and are graduates 
and feel that they have climbed just a little 
bit higher on the ladder, can respond more 
generously; but the boys and girls in the 
classes today are responding with their half 
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dollars, their one dollar bills, their two dol- 
lar bills. etc. 

“As a representative of the membership 
of the American Institute of Banking, I 
take great pleasure in telling you that we of 
the Institute will contribute approximately 
$25,000 to your fund, and we wish you suc- 
cess.” 


George Woodruff’s Appeal 


vos | WANT to ask you bankers,” said 
George Woodruff of Chicago, “how 
you think this great organization of ours 
could be of greater practical help to the 
banks and at the same time of greater gen- 
eral service to all the people of our country, 
than through the activities and the spread 
of sound and logical economic facts as con- 
templated through this proposed founda- 
tion? 

“The wise investor divides his money in 
various classes of tangible investments, and 
if he is wiser still he not only will put part 
of his money into tangible investments, but 
he puts a part of it in intangible invest- 
ments. In other words, he not only buys 
securities and institutions and invests in 
buildings, but he invests a part of his money 
in good deeds. He finds that it is good 
business to invest in good deeds. He as- 
sumes the risk. His securities may become 
worthless. His institutions may suffer 
losses. His skyscrapers may disintegrate, 
but the good deeds are the only things that 
cannot perish. 

“Some day every man must pass on from 
this world, and his property and invest- 
ments, his tangible property, will become the 
property of somebody else, but the good 
deeds will belong to him forever. This ap- 
peal for this comparatively small sum of 
money is so practical and so logical that we 
should need to spend but very little time in 
making this plan a reality.” 


HIS matter,” said E. C. McDougall 
of Buffalo, “should be the interest of 
every banker in the United States of Amer- 
ica. However, simply money subscriptions 
will not make this movement a success. It 
is not only good business to do this, it is not 
only a duty of men living in a country like 
ours who have privileges, but it is also an 
obligation. While we are thinking of hard 
times—I mean while we think we have to 
work hard and our taxes are high—who 
would step out of this country to go to any 
other country on the face of the earth? 
“We are enjoying all these privileges and 
we are grumbling because we have many 
duties. Now, as a matter of fact, this is a 
privilege that any man ought to be glad of 
enjoying. Do not wait until you return to 
your daily routine, but in the broader at- 
mosphere of this work while you have com- 
munion with your fellows from every part 
of this great nation, with time for reflection, 
resolve that after you leave this convention 
you will fulfill a duty that you cannot 
truthfully deny. Make your decision now.” 


Mr. Traylor’s Appeal 


ELVIN TRAYLOR of Chicago, said: 
“What Mr. Pierson’s committee wants, 
what I personally am concerned in, so far 
as this discussion at the moment goes, is, 
are we going to do the job and when? If 
we are going to do it at all let us do it now. 
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The Subscription Board at the Close of the Convention 


Mr. Pierson and his committee have pre- 
pared a wonderful scheme for raising a half 


million dollars as an educational foundation, 
perpetuating forever the economic education 
as an expression of the desire of the Ameri- 
can Bankers Association to have the funda- 
mental facts of business and finance better 
known in this country. There are ample 
evidences of its necessity. The scheme is 
to get the money, and the only way to get 
the money is to go to work. That is what 
I am bespeaking of you gentlemen who are 
here now, that you get out and under the 
plan outlined by Mr. Pierson present on 
Thursday morning a completed task of a 
half million dollars and let us not make this 
job one of eternity.” 

President Knox said that “the whole plan 
has been well thought out. It has the unani- 
mous support of every one of the o‘ficers 
of the Association. We can do it. Let us 
show that we still have those ideals of 
which we are so proud by the practical way 
in which we get out and complete this 
fund.” 


Responses of the States 


At the second session of the main con- 
vention, Harry J. Haas, vice-president, First 
National Bank, Philadelphia, announced the 
subscriptions received up to that time and as 
they were read the items were placed on a 
great blackboard at the back of the plat- 
form. Mr. Haas said: 

“There are seventy-six subscriptions of 
$5,000—$130,000. There are two subscrip- 
tions of $2,500—$5,000. There are nine sub- 
scriptions of $1,000—$9,000. The Adminis- 
trative Committee of the Executive Coun- 
cil of the American Bankers Association 


has approved $50,000. The American In- 
stitute of Banking has pledged $25,000. 
“That makes a grand total of $210,000.” 
At the closing session, Mr. Haas announced 
the total subscriptions had reached $468,225. 


Subscriptions of $5,000 Each 


The large individual subscriptions are as 
follows: 


New York 


Walter E. Frew—president, Corn Ex- 
change Bank 

Lewis E. Pierson—chairman, 
3ank-Columbia Trust Co. 

William Halls, Jr.—director, 
National Bank 

Gates W. McGarrah—chairman, 
chanics and Metal National Bank. 

William Woodward—president, Hanover 
National Bank 

John McHugh—president, Mechanics and 
Metals National Bank . 

James S. Alexander—chairman, National 
Bank of Commerce 

John H.  Fulton—president, 
Park Bank : 

George W. Davison—president, Central 
Union Trust Co. 

George F. Baker—chairman, 
tional Bank 

Hornblower & Weeks 

J. P. Morgan & Co. (two subscriptions) 


Irving 
Hanover 


Me- 


National 


First Na- 


Chicago 


George M. Reynolds—chairman, Con- 
tinental & Commercial National Bank 
Arthur Reynolds—president, Continental 
& Commercial National Bank 
John J. Mitchell—president, Illinois Mer- 


chants Trust Co. 


F,. H. Rawson—chairman, Union Trust 
Co. 

M. A. Traylor—president, First National 
Bank 

George Woodruff—president, 
3ank of the Republic 


National 


San Francisco 


A. P. Giannini—chairman Executive Com- 
mittee, Bank of Italy 

Herbert Fleishhacker—president, 
& London, Paris National Bank 


Anglo 


Baltimore 


Waldo 
Trust Co. 


Newcomer—chairman, Baltimore 


Seattle 
M. F. Backus—president, National Bank 
of Commerce 
Pittsburgh 
Andrew W. 


U. S. Treasury 


Mellon—Secretary of the 


Detroit 


Emory W. 
tional Bank 


Clark—chairman, First Na- 


Milwaukee 


John H. Puelicher—president, 
& Ilsley jointly with his bank 


Marshall 


St. Louis 


Frank O. Watts—president, First 


tional Bank 


Philadelphia 
William A. Law—chairman, 
tional Bank 


First 


NUCATIONAL A | 
UCAT NKERS_/ BAN! AMTA 
AMER NSTIT ANTRASED STATE 500 
A ATA Mi 4 000 TENNESS 10.80V 
stave 225 TEXAS 975 
6.000 NEVADA 525 TAH 50 
INDIANA 7.500 WEWHAMP VERMONT 4 850 
4.280 JERSEY 325 VIRGINIA 4.250 
1.975 KENTUCKY 3 500 NEW MEXICO 37.250 WASHINGTON 460 ; 
18.500 LOUISIANA 3.008 NEW .O5¢ WEST. VIRGINIA 4.875 
“678 8. 750 14.009 WYOMING 
900 MICRIGAN 7.750 OKLAHOMA 675 
~ RIDA 1 ESOTA 6 OREGON 
| 
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Subscriptions $2,500 
Birmingham, Ala. 


Oscar Wells—president, First National 


Bank 
New York City 
Directors—Irving Bank-Columbia Trust 


Co. 
Henry L. Doherty & Co. 


Subscriptions of $1,000 Each 
New York City 


Alexander Gilbert—vice-chairman, Irving 
Bank-Columbia Trust Co. 

Harry E. Ward—president, Irving Bank- 
Columbia Trust Co. 

William E. Knox—president, 
Savings Bank 

Fred I. Kent—vice-president, 
Trust Co. 

Percy H. Johnston—president, 
National Bank 

Fred N. Shepherd—Executive 
American Bankers Association. 


Bowery 
Bankers 
Chemical 


manager, 


Minneapolis 


Charles B. Mills—president, Midland Na- 
tional Bank 


Grand Rapids 


Clay H. Hollister — president, Old Na- 
tional Bank 


Library Exhibit 


NE of the interesting exhibits at the 


American Bankers Association Con- 
vention was that of the Financial Group of 
the Special Libraries Association. 

The purpose of this exhibit was to show 
the value of library service to a bank. Since 
economics and statistical research play a big 
part in the conduct of all big business today, 
the librarians reported bankers are realiz- 
ing more fully than ever before the neces- 
sity of libraries in their own institutions. 

The exhibit consisted of a fully equipped 
financial library having the most important 
books on finance and economics, the finan- 
cial magazines and subject files, as well as 
the leading statistical services. 

Some worth while pamphlets were com- 
piled by the Committee and distributed to 
the visiting bankers. . One entitled “The 
Bank Library” is intended primarily for the 
banker contemplating the organization of a 
library and gives helpful suggestions. The 
others are reading lists on Bank Cost, 
Branch Banking and Investment Trusts. 

The Committee in charge of the exhibit 
were New York and Philadelphia librarians. 
Miss G. Moe, Chairman, Bankers Trust 
Co.; Miss E. L. Baxter, American Bankers 
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Detroit 


William Livingstone—president, Dime 


Savings Bank 
Los Angeles 


Henry M. Robinson—president, First Na- 
tional Bank 


Buffalo 


E. C. McDougal—president, 
Trust Co. 


Marine 


New Orleans 


R. S. Hecht—president, Hibernia Bank & 
Trust Co. 


The total of subscriptions of all kinds 
when the convention adjourned was $468,- 


225. 
Work to be Done 


R. HAAS read the following telegram 

from McLane Tilton, secretary-treas- 
urer of the Alumni Association of the Uni- 
versity of Virginia, and who is also a 
banker : 

“We offer pledge of an alumni scholar- 
ship to any one designated without cost of 
tuition in the University of Virginia, 
founded by Thomas Jefferson, whose motto 
well known to you, as being in financial 
accord with the unselfish purposes of this 
Foundation.” 

“Because the total is $468,225,” said Mr. 
Haas in announcing the result of the roll 
call, “do not go back home and feel that 
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the money is all sufficient—that there is 
nothing more to do. This money has to be 
raised in the different states and the men 
in the states have to organize, in counties, 
but there is no end to the good that can 
come out of this. It is the first time in the 
history of the American Bankers Associa- 
tion since it was organized, that there has 
ever been a plea for funds at the conven- 
tion, but I am sure that this cause is war- 
ranted at this time of the Fiftieth Anni- 
versary. 

“Little did we think in 1900, when the 
American Institute of Banking was founded 
that it would reach the proportions which it 
has today. Little did Stephen Girard real- 
ize, when he made his will to found a 
school for orphan children in Philadelphia 
that it would educate hundreds of thou- 
sands of boys. He might have had the 
idea of educating hundreds, but it has de- 
veloped to educate hundreds of thousands. 

“Little did those who founded many of 
our large universities realize that their ef- 
forts would extend to the proportions that 
they have today. 

“There are many men in the American 
Bankers Association, or American bankers, 
who are looking for the opportunity to pass 
on to others something in the measure of 
the success which has come to them. They 
feel that they owe an obligation in the 
measure in which they have succeeded, and 
it is their desire to pass on some measure 
of this success that they in turn may help 
others and so express good throughout the 
banking fraternity.” 


Association; Miss L. Broomhall, Irving 
Bank, Columbia Trust Co.; Miss M. Bur- 
nett, Federal Reserve Bank; Miss E. S. 
Cavanaugh, Standard Statistics Co.; Miss 
Mary Hayes, National City Co., all of New 
York; Miss Schied, Federal Reserve Bank 
of Philadelphia. 


ON THE BOARD WALK AT THE.CONVENTION 


Henry Buckley Wilcox, of Merchants National Bank of Baltimore, Md.; P. D. Houston, 

President The American National Bank of Nashville, Tenn.; Frank L. Hilton, Vice-Presi- 

dent Bank of the Manhattan Co., New York; Morton M. Prentis, President Merchants 

National Bank, Baltimore; James W. McElroy, Assistant Cashier Merchants National Bank 
of Baltimore, Md. 
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Fifty Years of American Banking 


By LEWIS E. PIERSON 


Chairman of Board, Irving Bank-Columbia Trust Co., New York 


American Bankers Association a Vital Factor in the Nation’s 
Progress Since 1875. A New Era of Service Is Begun by the 
Establishment of Foundation Scholarships for the Education 
of Our College Students in Sound Economic Reasoning. 


E, who have gathered here at 

this convention, are familiar 

with present day banking meth- 

ods and present day problems. 
Our Association includes approximately 
22,000 banking institutions representing 
every state in the Union. We have de- 
veloped a national voice and a_ national 
policy. Behind every separate member 
bank in the Association stands the com- 
bined strength and combined judgment of 
the entire membership when banking ques- 
tions of national importance arise. 

We are all too apt to take our present 
strength and our present facilities for 
granted. Yet at every turn we are profit- 
ing by the thought, the labor and the devo- 
tion of American bankers who for fifty 
years have been building up the splendid 
instrument which today gives power and 
stability to American banking. 

Fifty years seems but a short stretch in 
the life of a nation. It is only when we 
pause to consider the environment in which 
the banker of a half century ago operated 
and compare it with the environment in 
which we operate today, that we appreciate 
that the last fifty years represent as great 
an accomplishment in American life as sev- 
eral preceding centuries. It is only when we 
view this accomplishment that we gain a 
true conception of our debt to those forward 
looking men who laid the foundations for 
our Association early enough to equip us for 
the great problems which now confront us. 


Simple to Complex Methods 


1 change from comparatively simple 
methods in business and government to 
highly complex methods has come upon the 
modern world with a rush. It has not been 
spread over two or -three centuries or even 
over two or three generations. It is the 
product of events which have occurred in 
the space of a single lifetime. 

At the time our Association was founded 
people were living in a world which had 
changed only in degree from the world of 
Robert Morris and Benjamin Franklin. 
Horse-drawn vehicles remained the stand- 
ard means of transportation. Local wells 
and streams constituted almost the sole 
source of water supply. Volunteer com- 
panies protected our cities and villages from 
fires. The business telephone was unknown 
and one month after the American Bankers 
Association was organized, Alexander 
Graham Bell heard the first sound which 
had been electrically carried over a wire. 

Living in that leisurely world there was 
infinitely less reason for the bankers of 


1875 to join for common action than there 
is today. As business and government have 
grown more complex, the bank and the 
banker have come to play an increasingly 


‘larger part in the commercial life of the 


nation. 


Growth of the Banker’s Duties 


EW facilities and new methods have 

been made necessary by the rapidly 
changing march of events and, as the prob- 
lems of the business world have grown 
more complicated, so have the responsibili- 
ties of the banking fraternity increased. 

Within the last fifty years the United 
States has turned from an almost purely 
agricultural nation to the greatest indus- 
trial nation in the world. Within the last 
twenty years, the country has grown from 
a nation whose industries were confined to 
its own borders to a nation which today 
transacts its business in the four quarters 
of the globe. 

To keep pace with these changes, it has 
been essential for the banks of the country, 
first, to accommodate themselves to the 
necessities of industry and, next, to expand 
from purely domestic banking to the wider 
field of international finance. It has, there- 
fore, been necessary to build up an entirely 
new system of industrial financing and to 
create a new attitude on the part of Ameri- 
can banks towards international trade. 


E, who are gathered here, know that 

the banks of the United States during 
the past half century have met and solved 
every banking problem with which the coun- 
try has been confronted. What the country 
does not know, however, and what we our- 
selves too frequently fail to appreciate, is 
the tremendous contribution that has been 
made to our country’s good in periods of 
stress by the united thought and united 
action of individual bankers made possible 
through the American Bankers Association, 
bringing about, year by year, a common 
understanding on basic problems. 

It is not my privilege here to recount for 
you in detail the achievements of the Asso- 
ciation in the technical field of finance. It 
is enough for my purpose to direct your 
attention to the fact that our nation’s great 
banking achievements in the last fifty years 
have taken their inspiration from the activi- 
ties of the Association. 

The resumption of specie payment, the 
establishment of the gold standard, the cre- 
ation of the Federal Reserve System and 
the enunciation of the banking policies which 
carried us safely through the strain of the 
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World War and the difficulties of post-war 
deflation—these are outstanding accomplish- 
ments of our Association with which the 
banking world is familiar. In a striking 
way they exemplify the leadership which 
the Association has steadily provided in 
every phase of American banking. 


Contributions to Progress 


ee reference might be made 
to the manner in which the Association, 
through its Protective Department, has 
functioned in the prevention, detection and 
unrelenting punishment of criminal depre- 
dations against banks. This splendid work 
of the Association in the interest of eco- 
nomic safety furnishes an example which 
in this day might well be emulated by busi- 
ness organizations and communities every- 
where. 

But the contribution to American progress 
to which I particularly desire to direct your 
attention is the day by day contribution 
which the banks of the country, guided and 
aided by their Association, have made to 
the development of business and farming 
and to the prosperity and progress of the 
American people. 

The world of fifty years ago was a hand- 
to-mouth world. It was a world in which 
the producer and the consumer were close 
together. Trade on any large scale was 
impossible, first, because mass production 
was unknown; secondly, because transpor- 
tation was slow and uncertain, and third, 
because credit in the modern sense was al- 
most non-existent. The farmer who culti- 
vated his fields fed and clothed himself 
from the products of his own farm. He 
purchased very little and sold very little 
outside of his immediate circle. The opera- 
tions of a manufacturer were limited by 
meager transportation and credit facilities. 

To the farmer and to the business men, 
the local bank meant little more than a 
place where they might deposit their funds 
for safe keeping and a treasure house to 
which they might repair for their moderate 
loan requirements. 


ODAY all this has changed. The 

American manufacturer and farmer sells 
his grain in competition with the farmers of 
the whole world, and is free from unreason- 
able limitations which formerly seriously 
impeded the progress of American agri- 
culture. And the American manufacturer 
produces and disposes of his merchandise 
under a system of mass production and 
with the world as his customer. It is to 
the everlasting credit of the American 
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banker and the American Bankers Associa- 
tion that the banks of America have not 
only accommodated themselves this 
change, but have actually led in the move- 
ment to make the United States the greatest 
of all commercial nations. 

Today the American bank is as much a 
part of the American farmer’s equipment 
as are his horse and scythe and is as essen- 
tial to the manufacturer’s prosperity as are 
his high speed tools. 

Consider for a moment the part which 
banks and bankers play in the ordinary 
every day processes of modern production 
and commerce. Let us reflect for a mo- 
ment on what the banker does for the farmer 
and what he does for the manufacturer. 

First remember that the banker is the 
trustee of other people’s money. The funds 
he handles comes from his stockholders and 
depositors and, quite contrary to the dema- 
gogue’s picture, do not belong to himself. 
On his care and use of this money entrusted 
to him depends its safety and its productiv- 
ity for the good of the community through 
wise loans to aid agriculture and industry 
and to give steady employment and stable 
prosperity to the country. 


Financial Aid Always at Hand 


ROM the time that the farmer buys his 
land to the time he finally disposes of his 
annual crop, he finds all the facilities of 
modern finance available for his needs. He 
can secure aid to finance himself from the 
time he plants his seed to the time he reaps 
his harvest, thus raising more and selling 
more than would be possible if he were 
compelled to depend upon his own resources. 
When his crop is harvested, he finds a 
buyer ready and willing to pay for it and 
enable him to liquidate his obligations. This 
buyer in turn is financed by larger banks 
which aid him to take the crops of a 
number of farmers to the nearest wholesale 
market. 
Should decide to trans- 


this wholesaler 


At the Opening of the Convention 


port the crop to seaboard there always is 
a bank to loan him the necessary money on 
credit or bills of lading representing the 
shipment, and at seaboard there always is 
a bank to loan the funds necessary for the 
exporter to make the shipment abroad. 

In the entire chain of events, from the 
seeding of the land on the western farm to 
the final disposition of the farmer’s prod- 
ucts in foreign lands, the banks of America 
provide the financial machinery which makes 
the whole thing possible. 


The Banker and Industry 


HE tools and the machinery which the 

farmer uses, the furniture and the con- 
veniences of his house, the railroad which 
transports his produce to market and the 
ships which carry it across the seas are all 
the products of industry and in every phase 
of industrial enterprise, through intelligent 
and considerable loaning of his stockholders’ 
and depositors’ funds, the banker plays a 
vital and necessary part. 

When the manufacturer builds his factory, 
he usually invokes the aid of the invest- 
ment banker for the sale of his securities 
and for the capital with which to purchase 
machinery and begin operations. 

He must have funds or credit with which 
to purchase raw materials which are drawn 
from every part of the world. He must 
have money to meet his payroll and cover 
his operating expenses until he can turn 
his product into cash. For these purposes 
the manufacturer is able to secure, as each 
case may require and justify, the intelligent 
assistance of his banker. 

With his finished product in hand, he is 
able to transport and sell his goods in do- 
mestic and foreign markets through the 
helpful and ready credit facilities which 
have been developed by commercial banks. 

The manufacturer is able to devote his 
entire attention to the production and sale 
of his merchandise. Beyond signing his 
name to the necessary checks and other doc- 
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uments, he finds the burden of providing 
currency for payrolls and funds for pur- 
chase of materials and the task of han- 
dling the negotiable instruments involved in 
the sale of his goods taken from his 
shoulders by the bank he employs. 


Every Transaction Simplified 


HETHER he sells in a neighboring 

state or in a foreign country, he can 
draw his draft at the moment his mer- 
chandise leaves his factory and immediately 
discount it for funds with which to continue 
his operations. 

The wholesaler and retailer with whom he 
deals find their operations simplified and 
their work made easier through the effi- 
ciently working system which banks have 
created to handle the tremendous volume of 
business which annually contributes to the 
growth and prosperity of the nation. 

When we look back and reflect that the 
bank check was not in common use fifty 
years ago, and that its development in this 
country is not only one of our greatest pros- 
perity factors but the admiration of econo- 
mists and financiers throughout the world; 
when we consider that the banker of 1875 
rarely required a credit statement before 
making a commercial loan; when we com- 
pare the volume of business done half a 
century ago with our annual national turn- 
over of today, we begin to get some idea 
of the vital service which has been rendered 
to American business and to American pros- 
perity by the systematic and intelligent devel- 
opment of American financial methods dur- 
ing the past fifty years. 

And every part of our country has shared 
in the benefits of this progress and growth. 
The extension and application of modern 
banking methods have not been confined to 
a few progressive and forward-looking 
banks, but have been spread out until good 
banking methods have become well-nigh 
universal. For this, the American people 
can thank an Association of bankers which, 
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from its beginning, has had progress for its 
watchword. 


Problems of All Worked Out 


ACH new development in the science of 

banking has been quickly transmitted to 
every section of the country. In each an- 
nual convention of the Association, improve- 
ments in banking methods have received 
closest attention. 

At these annual conventions, the banker 
of the West has rubbed elbows with the 
banker of the East. The investment banker 
and the commercial banker have found a 
mutual interest in the development of their 
common problems. Men who, in their sepa- 
rate communities, had been tied down to their 
own financial problems, here met face to 
face with other bankers to form new and 
pleasant contacts, to discuss new and better 
methods and to secure a common viewpoint 
on those matters which required united 
action. 

The American Bankers Association made 
its first great step forward in the field of 
education twenty-five years ago when it con- 
tributed $10,000 and extended its moral sup- 
port to make it possible for the ambitious 
clerks of the banks in the United States 
to found the American Institute of Bank 
Clerks, or, as we now know it, the American 
Institute of Banking. 

This year the Institute celebrates its 
twenty-fifth anniversary and presents a rec- 
ord of splendid achievement. It shows 160 
Chapters in all parts of the country with 
54.390 members all engaged in some de- 
partment of active banking. It is doubtful 
if anywhere in the world there is another 
educational institution whose work is char- 
acterized by such basic selection, such defi- 
nite direction and such intimate relationship 
with a nation’s economic life. The thousands 
of Institute graduates filling responsible 
bank positions attest the wisdom of its 
founders. 


> 
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The First Session 


HE Association has been quick to recog- 

nize the necessity for creating a sound 
public attitude toward the problems of busi- 
ness and finance. It has not been satisfied 
simply to establish high standards for the 
banking profession itself, but has sought to 
carry to the public as a whole an intelligent 
conception of the part which proper finan- 
cial methods play in the great scheme of 
national prosperity. 

Through its Public Education Commis- 
sion, in cooperation with educational institu- 
tions throughout the country, the Associa- 
tion has worked with parents’ associations, 
teachers’ institutes, and men’s and women’s 
clubs of various kinds to create a wider 
knowledge of the essentials of modern busi- 
ness and to give to the children of today, 
who will be the citizens of tomorrow, a true 
picture of the machinery through which the 
modern world conducts its necessary busi- 
ness. 

Those who understand the ends toward 
which the American Bankers Association is 
working are able to appreciate the great 
constructive force it represents for sound 
and orderly national progress. 

We are living in an age when the whole 
world is seething with the disturbance which 
always follows in the wake of great con- 
flicts. We have seen old landmarks ham- 
mered by waves of unrest. We have felt 
the impact of revolutionary ideas which al- 
ready have created havoc in the economic 
life of one European nation and violently 
disturbed the course of human progress in 
nearly all the others. 


A United Front Our Need 


OTHING is quite so important in the 

United States today as common agree- 
ment and united front to preserve our na- 
tional ideals and our hard won _ industrial 
leadership. There is nothing to fear in radi- 
calism as such. The thing to fear is in our- 
selves—indifference, complacencv. The man 
who truly understands the essentials of busi- 


ness and government will never fall a victim 
of visionary theories or false economics. 

Every individual, every institution and 
every organization contributing to a wider 
general knowledge of the unchangable laws 
which underlie business and government is 
helping to create the sound public sentiment 
which is the surest protection against radi- 
calism. Where knowledge and _ intelligence 
exist, destructive theories cannot flourish. 

For fifty years the American Bankers 
Association has been striving to spread a 
knowledge of banking and business funda- 
mentals not only among the banking pro- 
fession but also among all good citizens. 
Therefore, it is eminently fitting that at 
this fiftieth anniversary of its existence the 
Association should take another forward step 
in the diffusion of economic truth. 

While the Association’s officers and ad- 
ministrative committee were making their 
preparations for this Anniversary conven- 
tion, they received many interesting sug- 
gestions as to the manner in which fifty 
years of banking progress might best be 
celebrated. 


Scholarships in Economics 


UT after all suggestions had been con- 

sidered and discussed, there was unani- 
mous agreement that the Association could 
best celebrate its anniversary by some defi- 
nite and continuing contribution to the de- 
velopment of sound thinking on matters of 
business and finance. 

That contribution is to be expressed in 
the establishment of Foundation Scholar- 
ships which will give to the students of our 
colleges increased opportunity for education 
in sound economics. 

I was very much interested yesterday 
morning to read an editorial in the Wall 
Street News which some of you may have 
seen, but to the others, I am sure it will be 
as interesting as it was to me and those 
who have read it. I will simply read a por- 
tion. It says: 
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“The past fifty years of American bank- 
ing have witnessed some astounding develop- 
ments, the full significance of which we are 
even yet at a loss to comprehend. The 
more at a loss we are, the more fitting seems 
the memorial which the American Bankers 
Association plans to establish in commemo- 
ration of its golden anniversary. That me- 
morial, which is to be in the form of an 
educational foundation for the endowment 
of economic scholarships and research in 
various colleges, should be of infinitely 
greater value than any number of expensive 
monuments of bronze or stone, impressive 
as the latter might be to the few who could 
interpret them intelligently. Sound economic 
education is one of the crying needs of the 
world, a world which will be better off 
when there is less glib chatter on economic 
subjects and more real study of the com- 
plexity of the problems which at first seem 
so simple.” 


The 


HE Jovurnat in this issue presents a 

series of pictures in color symboliz- 

ing some outstanding situations in 
the financial history of the last half cen- 
tury—the period during which the American 
Bankers Association has been functioning 
The pictures reproduced from a series of 
oil paintings especially executed for the 
AMERICAN BANKERS ASSOCIATION JOURNAL 
by Walter de Maris, the well known artist 
of New York, are six in number. 

Back of each of these pictures is a story 
not of individuals but of a great people, and 
it is particularly appropriate that on this 
anniversary bankers should look back upon 
those events which, combined, have formed 
the rich heritage that the present generation 
of banking enjoys. 

No attempt has been made to include in 
the series all of the big events of the last 
half century, nor to pictorially suggest all 
changes, trends and events, but rather only 
to suggest the dramatic wealth of the finan- 
cial history of the nation during the period 
spanned by the life of the Association. 


LSEWHERE in this issue, there will be 

found interesting narratives dealing with 
the resumption of specie payment, which 
climax, in an era of our financial history, 
forms the basis of the picture “He Turned 
Back the Gold.” 

Let it be recalled that there was a time 
following the Civil War when many men 
believed that the United States would never 
give gold at par for the greenbacks, yet 
when the day for resuming specie payments 
arrived more gold was turned into the gov- 
ernment coffers than was taken out. One 
man having asked for gold at the Sub- 
Treasury in New York fondled the bag of 
coin, and then turned it back to the teller 
and departed with greenbacks—his confidence 
completely restored. The resumption of 
specie payment in 1879 was a turning point 
in business and banking. It marked the 
beginning of a new era of prosperity—a com- 
plete restoration of confidence in the gov- 
ernment and in its financial system. The 
picture showing the interior of the old Sub- 
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SURVEY revealed that courses in eco- 
nomics exist in colleges and universi- 
ties generally throughout the United States, 
and that excellent business schools are 
freely available to students from all walks 
of life. The intention expressed in our con- 
tribution of these Foundation Scholarships 
is to broaden educational effort in the direc- 
tion of sounder economic understanding. 
The establishment of these scholarships 
throughout the United States, it seems to me, 
epitomizes the motives which for fifty years 
have animated the American Bankers Asso- 
ciation. It typifies the ideals which make 
the Association one of the greatest forces 
in the country for the development of 
American banking, for the protection of 
American commerce and, best of all, for 
the preservation of the clear thinking and 
honest dealing which alone ‘can keep the 
nation prosperous and progressive. 
Your Fiftieth Anniversary Committee has 


Journal Pict 


Treasury in New York City depicts an in- 
cident typical of a new state of mind on the 
part of the average citizen that day—and 
ever after. The picture will take on a new 
significance after the reader peruses two 
articles reproduced elsewhere—one from 
the New York Times on the day after 
“Resumption Day”; the other article is from 
the speech of John Jay Knox, the Comp- 
troller of the Currency, delivered before the 


convention of the American Bankers Asso-: 


ciation at Saratoga, N. Y., in 1879. 

E take so much for granted that some- 

times it is useful to look back and 
examine the works of those whose vision 
contributed to our present heritage of pros- 
perity and to the fruits of whose enterprise 
we are in a sense legatees. In the picture 
“The Cache, a Pioneer Bank’s Emergency 
Vault” the artist symbolizes the courage, 
hardships and resourcefulness of some of 
our pioneer bankers. This picture is based 
on the following incident: The managers 
of a bank which had been established in a 
rough mining camp, learning that their en- 
terprise was to be raided by bandits, alone 
faced the problem of saving their capital 
and deposits. Without a safe or even the 
means of transporting their treasure to some 
place of security, they took their funds and 
gold dust out into the wilderness and buried 
them in the ground. After some days when 
the danger had passed, the gold was taken 
from its place of concealment. To the spirit 
of the pioneer banker may be credited the 
success and the stability of many a banking 
institution now doing business with modern, 
comfortable equipment and efficient facilities 
for storing and guarding its money and 
securities. 


HE “Sound Money Parades,” which were 

held in practically every city in the 
United States during the Presidential cam- 
paign of 1896, were perhaps without parallel 
in financial history. The currency policy 
had become a national issue through a prop- 
osition for the “free coinage of silver at 
the ratio of sixteen to one.” Business men 
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taken its work seriously and has done its 
very best to prepare a plan which expresses 
the intention of the Association, which will 
be attractive to our membership, and above 
all, which will work. Such a plan, we be- 
lieve, we have the honor of presenting to 
you today. Its success will depend upon 
the earnestness with which you take it up 
and carry it through. 

In that effort each banker in attendance at 
this Convention is to have a part—as a 
member of a general committee from his 
own state to assist a steering committee 
from his state to secure subscriptions from 
bankers and bank directors in his state on 
a plan to obtain a ‘total of at least fifty 
subscriptions of $5,000, fifty subscriptions of 
$2,500, one hundred subscriptions of $1,000 
and smaller amounts to make up state quotas, 
the total of which are based upon the ratio 
between the total bank capital of each state 
and the total bank capital of the country. 


ures 


saw in the proposition a menace to business 
and the parades were demonstrations of the 
belief of business men of all parties in the 
desirability of avoiding monetary experi- 
ments. The artist de Maris shows the New 
York sound money parade passing through 
Fifth avenue. This demonstration, typical 
of money parades throughout the nation, 
was one of the largest parades ever held in 
the metropolis and it took many hours to 
pass a given point. 


N some respects the most notable achieve- 

ment in banking in modern times has been 
the establishment of the Federal Reserve 
System. The artist has symbolized this by 
silhouetting a Federal Reserve Bank whose 
strengthening spirit hovers over the nation’s 
finance and gives added power to every bank 
which by choice or compulsion is a member 
of the system. 


ie all of America’s financial history there 
is nothing finer than the Liberty Loan 
movement through which the World War 
needs were supplied, because this movement 
both developed and revealed the country’s 
financial strength and the faith and patriot- 


ism of its citizens. Though it is but recent 
history, an article in this issue by Guy 
Emerson, vice-president of the Bankers 
Trust Company, tells anew the magnitude of 
these financial operations and indicates the 
permanent benefits which have sprung from 
them. 


HE reign of banditry, daily taking a 

tremendous toll of both lives and treas- 
ure and developing at a time in our life as 
a nation when such a condition might have 
been regarded as impossible of occurrence 
excepting in spasmodic instances, Mr. de 
Maris has symbolized by the armored car 
tor money transport. 

Typical of an unprecedented crime wave, 
the picture is perhaps also typical of the busi- 
ness prosperity which the country is ex- 
periencing, for the conduct of what is now 
ordinary business requires the use of what 
a few years ago would have been regarded 
as extraordirary sums of money. 
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The Farm Problem Is Far From 
Being Solved 


By FRANK O. LOWDEN 


Agriculture Sadly Out of Gear With Other Parts of Economic 
Structure. Return on Investment Still Inadequate. Can Regain 
Rightful Place Through Organization. Method of Marketing 


Must Be Improved. Banker’s Influence Can 


HE banker, by the confidence he 

usually enjoys in the community 

and by his intimate contact with the 

businesses of his customers, can 
wield a mighty influence upon the agricul- 
ture of the country, which may be the de- 
termining factor in the struggle which agri- 
culture is now making to maintain itself. 
For though farm conditions are somewhat 
better than they have been in recent years, 
they by no means assure the future of that 
great industry. 

The farm problem is not solved. It will 
be well for us if we recognize this fact. 

In the Monthly Supplement, Crops and 
Markets, for July, published by the Depart- 
ment of Agriculture, appears the statement 
that the farmer’s net income for the year 
1924-1925 had increased somewhat over the 
preceding few years. This has been her- 
alded as proof that the situation upon the 
farm was righting itself. Nothing could be 
further from the truth. As the Department 
points out, this increased income nets the 
farmer but 3.6 per cent upon his capital in- 
vestment, after a wage allowance for the 
farmer’s labor which is less than common 
labor receives in industry. And this does 
not allow for depreciation and depletion. If 
depreciation and depletion had been de- 
ducted, as they well might, the farmer’s 
returns upon his investment must almost 
have disappeared. 


The Slender Thread 


T is true that this is an improvement over 

the preceding four years, when the highest 
net return was 1.7 per cent and the lowest 
a loss of over 5 per cent. But it would 
hardly be regarded as an evidence of health 
in any other industry. And this increase, 
the Department says, is due almost wholly 
to the higher grain and meat animal prices, 
particularly of wheat and hogs. The high 
price of wheat was the result largely of a 
short crop in other wheat producing coun- 
tries, and the high price of hogs was caused 
in part at least by ‘our own inferior corn 
crop of the year. When the prosperity of 
the American farmer depends upon the 
failure of a crop either at home or abroad, 
it hangs by a very slender thread. 

There are other interesting figures con- 
tained in the same report. They show a 
continuous decrease in the farmer’s capital 
over a period of five years. In 1919-1920, 
it is stated, the farmers’ combined capital 
was $47,000,000,000, which continued to 


shrink, until last year it was about $32,- 
000,000,000. This decline in values is start- 
ling enough in itself. To visualize it, how- 
ever, let us assume that all of the property 
of the six and a half million farmers of 
America was capitalized upon the basis of 
earnings that other businesses enjoy and see 
what the result would be. I have taken 
the United States Steel Corporation for 
comparison, because it is one of the ablest 
managed as well as the largest corporation 
in the world. It, too, produces basic com- 
modities, just as the farmer does. Its securi- 
ties are dealt in on the open market. Its 
common stock, after depreciation and de- 
pletion, earns, according to its last report, 
about 10 per cent upon its market value. 
Now, if all the property of all the farmers, 
according to the government report, were 
capitalized upon the same basis, the $32,- 
000,000,000 would further shrink to about 
$12,000,000,000 ! 


Economists All Gloomy 


HE economists who have written upon 

the subject in recent years, without ex- 
ception so far as I know, have painted the 
future of American agriculture in gloomy 
colors. Professors Richard T. Ely and Ed- 
ward W. Morehouse, in Elements of Land 
Economics, recently published, say “a down- 
ward trend of land values during the next 
ten years is not improbable.” Professors 
Warren and Pearson, of Cornell University, 
in their recent book called The Agricultural 
Situation, seem to think that the depres- 
sion may last from fifteen to twenty years 
if nothing is consciously done to help the 
situation. 

Another error we are likely to fall 
into is to assume that agriculture was re- 
ceiving very large rewards in the years 
before the war. It is true that from the 
beginning of this century until the outbreak 
of the world war, agriculture in America 
did enjoy a prosperity greater than had been 
its lot in the preceding years. Land values 
steadily increased throughout this time. It 
was from this increase in farm values rather 
than from the actual operation of his farm 
that the farmer’s profits largely came. Sur- 
veys recently made of farm operations in the 
Central West for the years preceding the 
war show that the actual returns upon the 
current values of the farms did not exceed 
3 per cent. Indeed, the public has grossly 
overestimated the returns to the farmers 
even during war times and immediately 
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Help Farmer. 


after. The year 1919-1920 was a peak year 
for farm profits. Even in that year the 
rate earned on the farmer’s net capital was 
but 6.1 per cent, according to the Depart- 
ment of Commerce, while upon the capital 
borrowed, in the form of mortgage and 
other indebtedness, he paid 6.7 per cent. 
That is to say, in a year of great prosperity 
the farmer actually earned upon his own 
capital less than he paid for such capital 
as he had borrowed. 


The Efficient Farmer 


E hear much these days of the ineffi- 

ciency of the American farmer. How 
far this is from the truth let the figures at- 
test. The Year Book of the United States 
Department of Agriculture for 1921 is 
authority for the statement that in America 
are found less than 4 per cent of the farmers 
and farm laborers of the world. Ard yet 
the American farmers produce nearly 70 
per cent of the world’s corn, 60 per cent of 
the world’s cotton, 50 per cent of the wor'd’s 
tobacco, 25 per cent of the world’s oa: 
and hay, 20 per cent of the world’s wheat 
and flaxseed, 13 per cent of the world’s 
barley, 7 per cent of the world’s potatoes. 
The average production of cereals per per- 
son engaged in agriculture in the United 
States is 12 tons, while for the rest of the 
world it is about 1.4 tons. This has largely 
been possible by what we call commercial- 
ized agriculture, and this in turn has made 
possible the phenomenal industrial growth 
of our country. It is clear that without 
commercialized agriculture, the whole 
mighty fabric of our industrial and national 
life would fall. 

In the simpler age, cost of production 
did not concern the farmer much. When 
he produced enough to feed and clothe his 
family, he had accomplished his main pur- 
pose. And if there was a surplus, so much 
the better. And the larger the surplus the 
wealthier the farmer was deemed. Well 
filled hay mows, bursting granaries and 
ample livestock in those days denoted the 
status of the farmer. A balance sheet was 
unnecessary and unknown to him. Today 
all is changed. The farmer is a business 
man bound by the laws which operate in 
other business fields. His cash expenditures 
are large. If he is to produce enough of 
food and clothing for the teeming millions 
in the industrial centers he, too, must employ 
industrial means in production. He now 
has a large annual cash outlay. He is a 
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producer no longer for himself mainly, but 
to supply the needs of this industrial age. 
The surplus which he produces is now the 
important thing. Cost of production, there- 
fore, has become as vital a question with 
the farmer as with the manufacturer. And 
yet when he complains that he is not receiv- 
ing cost of production for the things he 
sells he is derided by the economists and 
told by the business world that cost of pro- 
duction has nothing to do with the prices 
of farm products but only the law of sup- 
ply and demand. It must be conceded, 
though, I think, that no one, farmer or 
manufacturer, can go on producing indefi- 
nitely in this commercial world at less 
than cost of production. Does it not fol- 
low that some way must be found, if we 
are to insure future adequate supply of 
food and clothing, by which the producers 
of these prime necessities must secure at 
least the cost to them of producing those 
necessities ? 


Disaster in Bumper Crops 


NDER present conditions we have this 
anomaly: the farmer is not nearly so 
likely to suffer from a short crop as from 
a bumper crop. As Professors Ely and 
Morehouse say, “A general good season 
may bring a bumper crop, a fact that is 
heralded by the metropolitan press as a 
sign of the prosperity of the farmer and of 
the nation. As a matter of fact, a bumper 
crop usually brings ruinously low prices.” 
A year ago this summer there was a 
drought in the Southwest which was injur- 
ing the cotton crop. The government esti- 
mated the crop of the year at 12,400,000 
bales. And then the drought was broken. 
The government got out another report and 
this time estimated the yield at 13,000,000 
bales, an increase of less than 5 per cent. 
Prices at once fell about 20 per cent. If 
these prices reflected real values, the loss 
to the cotton farmers of the South, due to 
a timely rain, was something like $300,000,- 
000. And yet there was a dearth of cotton 
such as had not existed since the Civil War. 
The press had been filled with fears of a 
cotton famine. 

Two years ago there was a bumper crop 
of corn. As a result, the price declined so 
low that it was cheaper in some parts of 
the Dakotas and Nebraska, and even Iowa, 
to burn corn for fuel rather than to buy 
coal. Last year, owing to a cold, wet sum- 
mer, the corn crop was small in yield and 
inferior in quality. The government esti- 
mated the crop at 20 per cent less than the 
bumper crop of the year before. As a re- 
sult, according to the government’s figures, 
the smaller crop of defective corn was worth 
more in the markets by $350,000,000 than the 
crop of the year before. The cold, wet 
summer which so seriously injured the corn 
crop was very favorable for the growth of 
grasses in the meadows and pastures, and 
so dairy products slightly increased as com- 
pared with the year before. This increase 
resulted in the dairy farmers receiving 
many million dollars less for their product 
than they had received the previous year. 
And yet, during this whole period there 
was not a sufficient surplus of dairy prod- 
ucts on hand at any one time to supply the 
needs of the people of the United States 
for a single month. 


It is often urged that the farmer should 
avoid producing a surplus and should limit 
his production to the actual needs of the 
current year. This cannot be done with 
any assurance of a sufficient supply for fu- 
ture years. This year a largely increased 
acreage was planted to cotton. Crops 
started off well. Many feared so large a 
crop as to demoralize prices. And then 
came a severe drought in Texas and Okla- 
homa, which had been producing about half 
of all our cotton. The government recently 
has issued a statement of the probable pro- 
duction for the year. If this statement 
proves correct, there will be barely enough 
cotton raised this year to meet the needs of 
the year. Suppose, now, that the cotton 
farmers had planned to just meet the actual 
needs. The drought still would have come 
and the world would be faced with a cotton 
shortage. And so with reference to the 
cereals. 

The farmer cannot know in advance 
whether there will be too much or too little 
rain or too much or too little heat, and if 
he attempted always to produce just enough 
to meet the demand, there would be years 
in which our people would go hungry or 
import their food. If, therefore, we would 
be a self-sufficing nation, we must at times 
produce a surplus of the staple crops. This 
is for the common good. Under existing 
conditions, however, as I have pointed out, 
this surplus becomes a heavy burden to the 
farmer. 


Cost Constantly Grows 


OME economists see nothing illogical or 

evil in such a situation. They say that it 
is an inevitable result—the result of the 
law of supply and demand. I cannot quite 
accede to this proposition. It answers itself. 
For, under that law, if the world will pay 
a larger price for ten bushels of wheat than 
it will pay for fifteen, it must be because. it 
prefers ten bushels of wheat to fifteen 
bushels, and the supply, therefore, will ad- 
just itself to meet that demand. This means 
a constantly increasing cost to the consumer. 
I find comfort in the view of Professor 
Tubwell, of Columbia University, who says: 

“As time goes on the fallacy of assuming 
the universal validity of economic law be- 
comes more and more plain; and especially 
when the concept economic law is taken to 
mean some inescapable trend of develop- 
ment. The most useful result of eighteenth 
and nineteenth century economic thinking 
seems to us now to have been the formation 
of ‘laws’ which men immediately set to 
work to circumvent—and did!” 

Our agricultural colleges and our Depart- 
ment of Agriculture have constantly urged 
larger production. They have assumed, and 
naturally I think, that the more wheat and 
corn we raise the fewer hungry mouths 
there will be and that the more cotton we 
produce the fewer people will be obliged 
to go naked or but half clothed. For what- 
ever economists may say as to surplus, we 
know that there really has never been too 
much of food or too much of clothing for a 
needy world. And of course it follows that 
the larger the production per unit, the 
cheaper will the product be. But when 
large production is used to drive prices 
down so as to make large production less 
profitable than small production, large pro- 
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duction will not continue, and the world 
will therefore have to pay more for the 
necessaries of life. 


Agriculture Out of Gear 


O one, I think, who has observed the 
course of events in the last few years 
will deny that agriculture is sadly out of 
gear with the other parts of the structure. 
I for one do not believe that it can regain 
its rightful place in this highly organized 
world except through organization of itself. 
Organization is a most powerful factor 
in human progress. The economists as long 
ago as Adam Smith found in organization 
the key to industrial growth. Organization 
means the difference between the mob and 
a highly organized progressive society. The 
psychologists tell us that in an unorganized 
mass of men the primal instincts have full 
sway. Therefore, he who appeals most 
strongly to the passions of the unorganized 


mass influences them most. Reason, justice, , 


mercy, all the finer qualities which civiliza- 
tion has evolved, are swept aside by the ris- 
ing tide of the primitive passions of men. 
The voice of the scholar, of the humanitar- 
ian, of the moralist, and of the preacher, 
is drowned. 

Through organization only does progress 
come. In the modern world, the farmer 
alone has been the last to realize the value 
of organization for its own sake. 

Agriculture has emerged from its primi- 
tive state. It must therefore conform to 
those practices which have been found neces- 
sary to the success of other great indus- 
tries. In all other fields of commerce, un- 
restricted, free and open competition in the 
marketing of products has been gradually 
disappearing. 

In practice, in every other industry the 
producer in the first instance makes the 
price at which he will sell his product. He 
usually arrives at this price by computing 
the cost of production and adds what he 
considers a reasonable profit. Of course, 
he may sometimes err as to what the pub- 
lic will pay and have to revise his price 
downward, but he himself sets the goal. In 
all other industries, the marketing problem 
has been the problem stressed for a genera- 
tion. In the marketing of farm products 
alone has the producer been content with 
the methods of a century ago. 


The Disadvantage in Selling 


N all other industries there has been a 

growing tendency to stabilize prices. This 
has been effected largely through the organi- 
zation of a few great corporations which 
have taken the place of innumerable smaller 
independent units scattered over the land. 
Not only are there fewer manufacturers 
relative to production in every line, but 
they in turn are organized into a ‘great na- 
tional body which meets usually once a year 
and considers questions of world supply and 
demand and other subjects of common in- 
terest to the industries. These great com- 
panies are therefore able to plan the next 
year’s campaign intelligently and to adjust 
their production to the probable demand. 
From time to time they determine the price 
for their product, which remains until new 
conditions require a change. They no longer 
(Continued on page 284) 
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A photograph of a painting by Oswald Birley 
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The Lasting Boon of the 
War Loan Drives 


By GUY EMERSON 


Vice President, Bankers Trust Company, New York City 


By Dramatizing Principle and Practice of Thrift, Liberty Loans 


Gave Great Impetus to Investment Urge in America. 


Permanent Valuable By-product of War-time Activities. 


Most 


Pointed the Way for Wider Distribution of All Securities. 


IX years after the flotation of the 

last of the Liberty Loans we are able 

to appraise these outstanding move- 

ments in American financial history 
with more accuracy than was possible at the 
time the issues were being distributed. In 
this appraisal of the effects of the loans the 
War Savings campaigns, as well as the Lib- 
erty and Victory Loans are referred to. As 
we look back, we see the flotation of these 
loans as an achievement in cooperation which 
gave to the millions here at home a tremen- 
dous impetus toward investment and thrift, 
with consequences reaching into every part 
of our economic structure. 

It is scarcely necessary to remind our- 
selves of the magnitude of the Liberty Loan 
operations, but it is interesting to contrast 
them with the earlier war loans during our 
life as a republic. Alexander Hamilton had 
$76,781,000 of national debt to contend with 
when he assumed the office of Secretary of 
the Treasury in 1789. This comparatively 
modest sum represented for the greater part 
the cost of the War of Independence. The 
loans floated for the War of 1812 came to 
$80,500,000. The Mexican war debt exceeded 
$49,000,000. A short time after the Civil 
War, our debt stood at $2,844,649,000. The 
financing of the Spanish War had only a 
transitory effect upon our total debt. By that 
time the Civil War debt had been reduced 
over a billion and a half dollars, to $1,232,- 
700,000. This was increased in 1898-1899 by 
$200,000,000. Between 1899 and 1917 when 
we entered the great war our total public 
debt had been reduced to $1,282,000,000, or 
not greatly in excess of the annual interest 
charges on the public debt of 1925. Our five 
war loans between 1917 and 1919 aggregated 
$21,464,596,450. 


The War Appeal 


HEN war was declared by our gov- 

ernment in 1917, organizers experi- 
enced in bond-selling, advertising and pub- 
licity were immediately called together to 
broadcast to a nation of 110,000,000, appeals 
and arguments in favor of billion dollar 
issues, which had hitherto been directed 
toward a few hundred thousand buyers who 
thought only in terms of millions. The 
American people subscribed to the Liberty 
Loans primarily as a military measure. But, 
although the immediate object was to raise 
money for carrying on the war abroad, an 
ever present, underlying appeal was thrift 


and sound investment, and before the war 
was over people realized that the significance 
of these loan campaigns extended beyond 
the immediate military emergency. 

In the stirring days of 1917-18 we had 
little time to look ahead. We little realized 
what forces were being generated, what in- 
fluences were taking form while the bands 
played and the crowds cheered. But out of 
wartime enthusiasm there certainly was 
born a substantial element of peace-time 
frugality. A subject which had been under- 
stood only by a small group of investors 
and bond-sellers was interpreted with a 
sudden vividness to the millions. The Lib- 
erty Loans left a permanent impression upon 
our national consciousness because in a 
tense and stirring atmosphere they drama- 
tized the principle and practice of thrift and 
investment. The American people in war 
time were persuaded to take an affirmative 
and active view of a subject in which as a 
nation they had hitherto manifested only a 
negative and passive interest. The impor- 
tance of capital for the individual who is 
willing to defer some present satisfactions 
for future profit, was brought home so for- 
cibly that we could not drift back to the old 
wasteful levels. The result achieved is per- 
haps the most permanently valuable by-prod- 
uct of the war. 


The Citizenry Awakened 


S a result of these government loan 
operations, the average citizen has been 
awakened not only to his duty of supporting 
the financial war program of the government 
but also in principle, at least, to the peace- 
time opportunities in the investment field 
and to his powers, privileges and responsi- 
bilities as an investor. We see him taking a 
more active part in the development of his 
country by subscribing to educational and 
civic movements and we find that he is will- 
ing to underwrite our financial needs at home 
as well as to participate more and more read- 
ily in foreign investments. Moreover, people 
learned to give as they have never given be- 
fore and as they give in no other country. 
Recent studies show not only substan- 
tial increases in the total of all forms 
of savings and investments, but a wider 
diffusion of investments, or, in other words, 
that a larger proportion of our people are 
now saving and investing their money than 
was true before the war. 
In 1917, the year before the third and 
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fourth Liberty Loan campaigns and before 
there could have been a reflection of the 
economic influences growing out of the war, 
the number of savings depositors in the 
United States, according to the estimates 
of the Savings Bank Division of the Amer- 
ican Bankers Association, was 10,631,586, 
and the aggregate of deposits $11,115,790,000. 
In each subsequent year both the number of 
depositors and the amount deposited in- 
creased, until for 1924 there were 38,867,994 
depositors, nearly four times the 1917 figure, 
and $20,873,562,000 deposits, nearly double 
the amount seven years before, or a per 
capita deposit of $186 as compared with 
$108 in 1917. 

During the same period the number of 
stockholders of railroads and allied services, 
according to figures compiled by R. S. Bin- 
kerd, vice-chairman of the Committee on 
Public Relations of the Eastern Railroads, 
rose from 660,645 to 989,949, while the num- 
ber of stockholders in other representative 
enterprises comprising street railways, gas, 
electric light and power companies, telephone 
and telegraph companies, packers, ten oil 
companies, five iron and steel companies, 
and ten manufacturing and distributing 
companies increased from 1,876,460 to 
4,061,550 or more than doubled. 

The ownership of the Bell Telephone Se- 
curities’ Company is a typical example of 
the wider distribution of investment inter- 
est. In 1915 this company had ‘65,000 stock- 
holders. Now, according to F. L. Devereaux, 
vice-president of the company, there are 
more than 630,000 persons owning Bell Sys- 
tem securities. In May 1924 $153,000,000 of 
stock was offered to which 192,000 persons 
subscribed. It is interesting to note that of 
this number 149,000 subscribed for from 
one to five shares. The list of owners of 
the Bell System presents a cross-section of 
the American people. It includes laborers, 
farmers, housewives, stenographers, clerks, 
teachers, students, physicians, lawyers, bank- 
ers and capitalists. 


What Income Taxes Show 


NOTHER indication of wide interest 
in investments may be taken from the 
income tax returns. In 1917 income from in- 
vestments was reported at $4,469,901,000. 
According to the preliminary report for 
1923, this income has increased to $8,235,- 
004,000. It nearly doubled in six years. 
(Continued on page 294) 
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The Peril in the Rule of 
the Majority 


By MARTIN W. LITTLETON 


The Philosophic Democrat Intends to Abolish Representative 
Government, the Cradle of Leadership, and Put in Its Place 
Direct Democracy, the Very Graveyard of Statesmanship. 
Attack on Supreme Court Imperils Our Life and Liberty. 


HILOSOPHIC democracy — the 

rule of the majority in all things and 

concerning the most precious of 

human rights — demands the over- 
throw of constitutions and the dissolution of 
the Supreme Court. 

Political democracy —invented and de- 
signed to create popular government as a 
safeguard against governmental oppression 
and as an arbiter of controversies between 
its citizens—is dedicated to the proposition 
that, within the confines of a written consti- 
tution, life, liberty and property will find 
abiding security; and in the guardianship 
of the Supreme Court will be found the 
means for the preservation of this consti- 
tution. 


The Supreme Court’s Place 


N the creed of the first there is no place 

for a constitution or a Supreme Court, 
for in the unchecked will of the majority is 
to be found the final test of wisdom and 
order. In the plan and purpose of the sec- 
ond there is the primary recognition of cer- 
tain fundamental things essential to prog- 
ress and civilization and an orderly scheme 
for the security of these fundamental things. 

The philosophic democrat—the words 
“democrat” and “democracy,” of course, I 
use in their troadest sense—is not to be 
identified with any party; but always dis- 
coverable by a central thought—the rule of 
the majority in and over all things and per- 
sons, all rights and duties. To him democ- 
racy is not a method resorted to for the pur- 
pose of political government but it is vastly 
more. It is a social and economic philoso- 
phy which carries with it the magic quality 
which, when universally applied, will equal- 
ize not merely opportunity but the fruits 
of opportunity ; which will not merely assure 
equality before the law but which will cor- 
rect the fundamental inequalities. This 
philosophy goes even further. It rests upon 
the deification of the mass—the canoniza- 
tion of the common. It rises upon the giddy 
heights of stimulated vanity in the crowd— 
the cultivated belief that wisdom is simply 
to be found in numbers. It is the Renais- 
sance of Rosseauistic civil religion, predi- 
cated upon the perfection of man and the 
conspiracy of rulers. It worships at the al- 
tar of the absolute. It sacrifices in the fires 
of sovereignty. For its voice is transcen- 
dent absolutism, and its power is inacces- 
sible sovereignty. It acknowledges no re- 
straint in Heaven or on earth. It is totally 


vox populi vox Dei. 

It is permeating and poisoning every rela- 
tionship in life, from the fireside to the 
battlefield, from the fantastic centers of so- 
ciety to the very frontiers of civilization. 
It is crushing that liberty to secure which 
all righteous governments were founded. 
It is perverting that equality which was the 
golden equality of opportunity, on the wings 
of which ardor and ambition, industry and 
genius soared to the heights of civilization. 
It spurns research and knowledge because it 
is consumed with the communistic conviction 
that mass opinion is deified into wisdom. It 
scoffs at elegance and art and the lofty and 
lonely pursuit of the unsearchable riches of 
learning, because it is drunk with the self- 
satisfied glorification of its own mediocrity. 

The philosophic democrat does not con- 
ceive of a government created by a written 
constitution, which constitution was solemn- 
ly created by the people and is the highest 
expression of. their will. This would in- 
evitably commit him to the proposition 
that there must be a tribunal to interpret 
and uphold the written constitution, which 
is the sublime expression of the people’s 
will. He then would be required to accept 
a judicial construction of the constitution 
and this he resists to the uttermost. In 
reality, in his very heart and purpose, he 
detests a written constitution designed to 
make secure fundamental rights. The very 
essence of his philosophy demands this, for 
it is that the rule of the majority at any 
given moment on all matters, all things, all 
rights, must be final and supreme. He and 
his fellows would not consent to set apart 
certain definite and accepted rights of per- 
sons and property outside the reach of ma- 
jority rule, for then his philosophy must 
fall. At all times he insists that the stability 
of government must have no firmer founda- 
tion than the whim or the caprice of the 
majority and that neither time nor experi- 
ence, nor the wisdom of the ages will justi- 
fy us in withholding any right or thing 
from the control of the crowd. This philo- 
sophic democrat is cunning enough to know 
that among fifty-two million voters there 
will be millions who regard his doctrine of 
the rule of the majority as a direct vindica- 
tion of their unquestioned rights and will 
in turn regard anyone who protests in favor 
of fundamental rights as a simple tool of 
vested interests. 

Their direct object is the destruction 
of the constitution, in so far as it. is a 
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scientific instrument for the creation of 
a government of limited powers and in so 
far as it is designed to create a region of 
fundamental rights of person and property. 
Their attack is masquerading under one 
pretext today and another tomorrow, but 
the object never changes. The Supreme 
Court is always at the end of every hostile 
move, for it is the guardian of the consti- 
tution which they execrate. If it were pos- 
sible to leave the exposition and interpreta- 
tion of the constitution to Congress, instead 
of the Supreme Court, their battle would 
be all but won; for the fawning demagogue 
would find his devious way to the House 
and the Senate, there to expound and in- 
terpret the constitution in a way most ef- 
fective to prolong his political life. If it 
were possible to require decisions of the 
Supreme Court to be referred to the People, 
their battle would be won, for there in the 
flaming public passion the cringing creature 
of the crowd would work his flamboyant 
way against the silence and wisdom and 
patience of 140 years. 


The Assault on the High Court 


WAITING the success of these or other 
means to prostrate the guardianship of 
the constitution, the leaders of the philosophic 
democracy are tireless in their attempts to 
bring the great court into. popular contempt. 
If a child labor act of Congress is declared 
unconstitutional they immediately unite with 
a host of humanitarians who do not care 
about the structure of the government and 
for a time they enjoy a point of vantage in 
their attack. If some labor union is re- 
quired to live up to the law, like any other 
group of citizens, they strike hands with 
the labor organization and spread their red 
wrath in flaming discourse over the land. 
The philosophic democrat intends to 
abolish representative government, which is 
the very cradle of leadership, and put in its 
place a direct democracy, which is the 
very graveyard of statesmanship. In the 
gusts of popular passion, fanned into flame 
by the intimate breath of flattery, he hopes 
and expects to see the structure of the or- 
ganic law swept away; but.he conceives it 
more adroit to attack the Supreme Court in 
the hope that its power to preserve the con- 
stitution may be weakened or destroyed and 
after that the edict of a congress of dele- 
gates will be equal to the tested provisions of 
a written constitution. 
If the Supreme Court may not determine 


. 
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that an Act of Congress is in conflict with 
the constitution, then Congress, the very 
creature of the constitution, may blow it 
up in the blast of legislative hate and re- 
sentment. It cannot be maintained that 
Congress will have any regard for the pro- 
visions of the constitution, for if the forces 
which are at work to destroy the authority 
of the Supreme Court are successful, these 
same forces will likely enjoy the same suc- 
cess in obtaining control of Congress. It 
cannot be maintained that these forces will 
themselves preserve the constitution, else 
they would have been willing that it should 
be preserved by the Supreme Court. 


Why the Attack 


HE contention that it is not the consti- 

tution which is the object of their at- 
tack but a court enjoying a life tenure 
which is undemocratic, is a mere pretext. 
The gentlemen who are daily and hourly 
planning the destruction of that great court 
are bent on making life, liberty and prop- 
erty depend at all times on the will of the 
majority. 

These leaders of philosophic democracy 
are not actually concerned about the few 
opinions of the Supreme Court in which a 
bare majority of five prevailed, though they 
have used these few instances to create pub- 
lic distrust. If they were to succeed in the 
dissolving processes which they have set 
in motion and were to establish a pure Con- 
gressional absolutism, you would not hear 
one of them propose that an act of such an 
absolute Congress could not be passed by a 
bare majority of a quorum. If this Con- 
gressional absolutism, having worked its 
will, should enact legislation over which 
there was no restraint, this legislation would 
become absolute by a bare majority of one 
of a quorum, and on this one vote, life, lib- 
erty and property would finally depend for 
its security. ; 

The pretext that the Supreme Court 
stands in the way of progress is another 
which these gentlemen do not themselves 
believe, for in a period of 133 years the 
Supreme Court has declared only forty-nine 
Acts of Congress invalid, 310 Acts of State 
Legislatures and forty-two Municipal Ordi- 
nances, yet within these 133 years what 
mighty changes have taken place in thé 
name of progress. 

The pretext that the divisions of the court 
in five to four opinions require a revision 
of the law and a restraint preventing the 
court from declaring an Act unconstitution- 
al unless seven out of nine judges concur, 
is destitute of merit and indicates the drift 
to disturb stable government. The fact 
is that in the whole history of the court 
this division of five-to-four existed in just 
thirty cases, and of these thirty cases just 
eight decisions were rendered declaring an 
Act unconstitutional. 

I have adverted to philosophic democ- 
racy, distinguished from _ political 
democracy. This creed, or cult or form of 
thinking is overrunning the boundaries of 
nations and flowing into international chan- 
nels. It is distinctly adverse to nationalism 
because it is so in love with itself that it has 
no place for patriotic fervor. In its last 
analysis, philosophic democracy fades out 
into socialism; and, though vehemently de- 
nied, socialism, when armed as it must be 


to be effective, culminates in communism. 
Direct democracy implies rulership by the 
people, without the intervention of a repre- 
sentative or with a minimum of representa- 
tion. The next thing to direct democracy, 
between it and representative government, is 
delegate government or deputy government, 
in which direct democracy instructs the 
delegate or the deputy to carry out its wishes 
and to have none of his own which are to be 
respected, to enforce its views and to enter- 
tain none of his own, or if he entertains them 
to subordinate them to his instructions. 
There are two distinct and unmistakable 
evils which accompany direct democracy, 
and they are seemingly paradoxical. 

In the first place, the great framework of 
a representative government such as ours, in 
which each of the three great departments, 
the executive, judicial .and legislative; are 
constitutionally representative, is at war 
with the essential demands of direct democ- 
racy and in so far as direct democracy suc- 
ceeds in a substantial way, it succeeds in 
destroying some part of this great frame- 
work of a representative republic. 

The practical futility of direct democracy 
is demonstrated by the repeated failures of 
those enjoying the right of suffrage to ex- 
ercise it, a failure which is so stupendous 
and which persists through acute periods of 
public discussion that it testifies to the leth- 
argy, the indolence, the indifference and the 
carelessness of the average man and woman 
with respect to the conduct and operation of 
the government. In the presidential election 
of 1919, following our advent into the 
World War and shot through and through 
with the excitement which followed the ad- 
ministration of President Wilson’s great 
years, out of a total number of voters of 
54,421,832 there were only 26,674,171 votes 
cast, or a little more than one-half of those 
persons entitled to vote in the United States 
took so little interest in the election as to 
neglect or decline to exercise their suffrage. 
In the presidential election of November, 
1924, out of a voting population of some- 
thing over 54,000,000 less than 30.000,000 
exercised their right to vote. And thus the 
conduct and operation of the government 
for eight years, and perhaps longer, was 
fixed by about 50 per cent of the qualified 
voters of the country who took sufficient in- 
terest in the affairs of their country to regis- 
ter their preferences. 

These instances serve to illustrate the im- 
possibility apparently of securing the intel- 
ligent, organized and active cooperation of 
those who are entitled to vote. So that, 
while the coveted object of the advocate of 
direct democracy is the control of the gov- 
ernment by the people directly, the fact re- 
mains that more frequently than otherwise 
the control of the government is lodged with 
a compact and active minority. 


Vice of Direct Democracy 


SSUMING, in the face of the facts to 

the contrary, that all or a vast majority 
of all the voters seriously and diligently and 
regularly exercised their right of suffrage, 
and assuming further that they insisted that 
those chosen as a result of the exercise of 
this suffrage should reflect whollv and ex- 
clusively their views and be wholly and 
solely obedient to their instructions, the vice 


of direct democracy would become still more 
glaring and insufferable. 

Representatives in the lower branch of 
Congress are now elected from congression- 
al districts. This has not always been so. 
There was a period, prior to 1842, when a. 
considerable number of the states whose 
duty it was to fix time, manner and place 
of holding elections, elected the members of 
the House of Representatives from the: 
state at large. In 1842 the Congress of the 
United States added as an amendment to the 
apportionment bill a provision for the divi- 
sion of the several states into districts, com- 
posed of contiguous territory, equal in: 
number to the representatives to which the 
state was entitled, each district to elect one 
representative and no more. While the con- 
stitutionality of this provision was ques- 
tioned—that is, the right of Congress to di- 
vide the states up into districts—the policy 
of electing from particular districts there- 
after became uniform and the district sys- 
tem fixed as a basis of representation in the 
House of Representatives. 


Policy’s Lasting Effect 


HIS policy, which was one of conven- 
ience, has had much more lasting and per- 
manent effect upon the substantial elements 
of politics in this country than could have- 
been foreseen. Under the district systenr 
there were numberless districts wholly agri- 
cultural or industrial, wholly located in 
cities or wholly located among farms, and 
the representative from such _ districts. 
gradually grew more and more to be a dele- 
gate under instructions from the dominant 
interest in his district, rather than a true 
representative of his state, with its varied’ 
and multiplied interests. This district sys- 
tem was destined inevitably to reduce the 
Member of the House of Representatives 
from a real representative to an obedient 
delegate. The political manipulation of the 
influences in a Congressional District, the 
association of the candidate with the domi- 
nant interest of the district, his final con- 
viction that his duty in the House of Rep- 
resentatives was to that district and to the 
people of that district, had the inevitable 
tendency of withdrawing his vision from a 
field of service to the whole country and 
concentrating it upon the narrow and paro- 
chial limitations of the “Main Street,” so to 
speak, of his community. Thus, while direct 
democracy, that is the participation of a 
people directly in the operation of a govern- 
ment, has not succeeded, delegate democracy 
has made enormous strides to the destruc- 
tion of the great and singular representative: 
feature of a representative republic. 
Representative government is suffering 
seriously under these changes. 


The President Truly 


Representative 


HE President. the chief executive of the: 

nation, in a large sense is truly repre- 
sentative in that in the place and stead of the 
fifty-four million voters, or any number of 
nominees of voters, he has enjoined upon 
him the duty and reposed in him the power, 
through agencies constitutional and legal, to: 
enforce the law, to uphold and defend the 
constitution of the country, to carry om 

(Continued ow page 300) 
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Gains in the Drive for Thrift 


Increase in Savings Bank Deposits in the Year is More Than 
Two Billion Dollars. Thrift Education in the Schools to Be 
Extended and Depositors Guarded from Speculative Schemes. 
Thomas F. Wallace Elected Head of Savings Bank Division. 


AMPAIGNS by savings banks for 

the extension of thrift education in 

the schools of the nation and for 

discouraging depositors from in- 
vesting in doubtful and highly speculative 
promotion schemes were advocated in reso- 
lutions adopted by the Savings Bank Divi- 
sion at its annual meeting. 

Alvin P. Howard, the retiring president, 
announced that while the usual compilation 
of the saving deposits and depositors 
throughout the United States of all classes 
of savings institutions was not 
yet completed, the figures would 
show an increase of more than 
$2,000,000,000 in the last year, 
going from $20,844,000,000 to 
$22,934,000,000. The number of 
depositors increased from 38,000- 
000 to 39,700,000, he said. 

President Howard announced 
the personnel of the committtees 
on Nominations and Resolutions, 
as follows: 

Nominations — Raymond R. 
Frazier, Chairman; Samuel H. 
Beach, Charles H. Deppe, Vic- 
tor A. Lersner and S. Fred 
Strong. 

Resolutions—Thomas F. Wal- 
lace, Chairman; John S. Broek- 
smit and W. R. Morehouse. 

Following the annual address 
of the president, which is printed 
elsewhere, Kent M. Andrew, 
vice-president of the La Porte 
Savings Bank, La Porte, Ind., 
spoke on “Investments ;” Taylor 
R. Durham, vice-president of the 
Chattanooga Savings Bank & 
Trust Company, Chattanooga, 
Tenn., on “A Profitable Depart- 
ment for a Savings Bank,” and 
Frank P. Bennett, Jr., editor of 
United States Investor, Boston, 
on “Can Our Banks Justly Com- 
plain at the Competition of 
Building and Loan Associations 
as Now Conducted?” All these 
addresses will be found else- 
where in this issue. 

Discussion of Mr. Andrew’s 
paper, led by Arch W. Anderson, vice-presi- 
dent of the First National Bank of Los 
Angeles, brought out a wide difference of 
opinion as to how large the cash reserve of 
a savings bank should be. Mr. Andrew had 
said that he believed it should be 12 per cent 
for mutual savings banks. Carl M. Spencer 
president of the Home Savings Bank, Bos- 
ton, said that it had been the practice of his 
bank to keep down to 3 per cent the max- 
imum cash in hand and balance in bank. 
S. Fred Strong, treasurer of the Connec- 
ticut Savings Bank, New Haven, Conn., 


read from the consolidated report of seventy 
mutual savings banks in his state, with 
total deposits of $505,000,000, which carry 
in their cash reserve in hand and in bank 
only 2 per cent of their deposits. Other 
members from various sections of the coun- 
try thought the 12 per cent suggested by 
Mr. Andrew too high and Mr. Andrew re- 
plied that his institution was gratified in 
1914 to find a substantial amount of cash 
on hand, and while 12 per cent might be a 
bit too conservative he thought 2 per cent 


THOMAS F. WALLACE 


President, Savings Bank Division 


not enough, since his bank had had days 
when one per cent payments might occur. 

Discussion of Mr. Durham’s paper, 
led by Paul A. Pfleuger, assistant vice- 
president of the Humboldt Bank, San Fran- 
cisco, centered on savings bank loans on 
real estate. Mr. Durham said that he had 
found that this class of investment as a rule 
paid a higher rate of return to a savings 
bank than any other and he estimated that 
as high as 75 or 80 per cent of a savings 
bank’s assets could safely be loaned on real 
estate. Regarding the profit in this class 
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of business, Mr. Durham said that the ex- 
pense was negligible and that at the most the 
costs should not exceed 2 per cent. In his 
state, he said, the bank was allowed to sell 
mortgages or certificates of interest in mort- 
gages at 6 per cent and charge the borrower 
a commission above that. 

The resolutions, as reported by the Com- 
mittee and adopted by the Savings Bank 
Division, were as follows: 

“We congratulate the people of the 
United States upon the reported increase of 
over $2,000,000,000 savings in the 
banks. of the United States dur- 
ing the past year and take a spe- 
cial pride in the notable increase 
of school savings during this 
period. We further call atten- 
tion to the importance of ex- 
tending this service to the high 
schools of our country and urge 
the importance of bankers and 
educators cooperating to the end 
that thrift education may have 
a regular place in the curricula 
of our schools. 

“By reason of the widespread 
interest manifested on the part 
of bankers in the regional con- 
ferences held by the Savings 
Bank Division during the past 
two years, Be it Resolved, That 
the Division express its unquali~ 
fied approval of the same andi 
recommend continuance. 

“Realizing that economic in- 
dependence comes only whem 
people live within their incomes, 
Be It Resolved, That the Sav- 
ings Bank Division suggest to 
member banks the wisdom and 
necessity of urging their de- 
positors properly to limit their 
expenditures for luxuries under 
deferred payment plans. 

“Recognizing the enormous an- 
nual loss to savings bank de- 
positors in the United States 
through promotions of doubtful 
value and through fraudulent and 
highly speculative schemes, Be It 
Further Resolved, That this 
Division emphasize the importance of sav- 
ings bankers not only warning their deposi- 
tors against such, but the necessity of their 
providing for sale to their depositors from 
their own investments safe securities.” 

The nominating committee reported the 
selection of the following officers to serve 
the coming year: 

President, Thomas F. Wallace, treasurer 
of the Farmers & Mechanics Savings Bank, 
Minneapolis; Vice President, W. R. More- 
house, vice president of the Security Trust 

(Continued on page 292) 


boy 
& 
| 
= 


Service to the Savings Depositor 


By ALVIN P. HOWARD 


Vice-President, Hibernia Bank & Trust Co., New Orleans, La. 


Proper Safeguards Lie Within the Duties of the Bank Executive 
Rather Than in the Enactment of Regulatory Laws. The 
Community Aided in a Permanent Way by Regular Invest- 
ments and Mortgages. Yield Better Than Commercial Loans. 


URING the past year, much has 
been said and written about Euro- 
pean thrift, and even that of 

‘ Japan. While we have never seen 

‘any comparative statistics, in some quarters 
the savings business in our country has been 
held up as inadequate when compared to 
that of other countries. With the limited 
funds at our disposal we have conducted a 
partial investigation of two European coun- 
tries, from which it is noted that the bank- 
ing business of Europe is on an entirely dif- 
ferent basis from that in the United States. 

In the two countries referred to above, 
savings deposits, almost in their entirety, are 
confined to what would correspond to our 
Postal Savings System, operated by the 
government. The banking business in gen- 
eral, or rather that part of it under private 
ownership, is not surrounded by the same 
safeguards and legal structure as ours, and 
is therefore not adapted to the business of 
accepting savings deposits, where confidence 
in ultimate protection of the money saved is 
a prime requisite. In other words, there are 
good and sufficient reasons why the savings 
business has not patronized privately owned 
institutions. 

However, it is quite apparent that that is 
no reason why the savings business in our 
country should be similarly. handled, for we 
believe in maximum protection for savings 
deposits and in most of our states the law 
fully regulates and protects savings deposits. 
American ideals and institutions differ from 
those in Europe in a great many ways. This 
particular matter happens to be one of them. 
To determine which is the better will require 
study and a statistical comparison of the 
growth and development of thrift in Europe 
and America. Wntil that is done, there can 
be no basis for charging that our specially 
designated media are inadequate, behind the 
times, or anything else. 


Some Lack of Protection 


T the risk of weakening what has just 
been said, in some slight degree, your 
attention is called to the fact that in some 
states there is no legal structure providing 
for the protection of savings deposits. They 
are treated very much the same as commer- 
cial deposits, they are invested in the type 
of loans that are suitable for commercial 
deposits, and to all intents and purposes they 
are merely interest-bearing commercial de- 
posits, withdrawable or delayed notice, if 
necessary. To those of you who live in 
states where the legal structure throws every 
safeguard around savings deposits, this may 


seem like a needless expression of some- 
thing that is wrong. To those of you who 
reside in states where there is no legal 
structure for protecting savings deposits, 
this must appear as something that needs 
attention. 

It is not urged that you immediately pro- 
ceed with the enactment of a series of 
amendments to your Banking Act, but it is 
pointed out that the cure lies well within the 
scope of your duties as a bank executive 
without the enactment of the one single law. 
Parenthetically, it is noted that by waiting 
for the enactment of suitable laws, we place 
ourselves in the position of encouraging 
too much law making and too much legal 
regulation. Therefore, this is an appeal to 
the common sense of the thing. It is either 
right or wrong irrespective of the laws 
necessary and it is your choice to decide. 


Investing the Deposits 


F you decide that it is right to invest sav- 

ings deposits in commercial loans, you 
are overlooking the fact that the usual class 
of regular savings bank investments and 
mortgages yield a better return with less 
risk. If you decide that commercial loans 
are in such demand that you must use your 
savings deposits, you are overlooking the 
fact that savings bank investments and mort- 
gages build up your community in a perma- 
nent and lasting way. Perhaps you hold the 
view that people will deposit their savings 
in your bank whether or not you protect 
them with the greatest safeguards, but if 
you do, it is a foregone conclusion that in 
your community there are many other class- 
es of institutions engaged in the business of 
handling saved money that have “beaten you 
at the game,” and taken away most of your 
savings deposits. 

Service to the savings depositor is just as 
important to your institution and the com- 
munity as service to the commercial deposi- 
tor. The only difference is that the money 
of the former is used in permanent and con- 
structive upbuilding, and the money of the 
latter is used in financing the more rapid 
turnover of commodities, industry and corpo- 
rate requirements. You may feel that one is 
a more important factor, more essential to 
the functions of a bank, as you see them, but 
you cannot say that the savings business 
properly handled, is less profitable or in- 
volves greater risk. 

It is especially requested that you do not 
gain the impression that this is an at- 
tempt to tell you how to run ycur business. 
It is not, but it is a plain statement that you 
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have neglected the savings business, or that 
you are waiting for the time to come when 
the law will tell you how to run it. 

Your savings depositor is entitled to as 
much consideration as anyone else. If you 
do not give it to him, he will go to some 
other class of institution that will, even if 
he must coordinate his efforts with others 
who find themselves in the same situation, 
and create the kind of institution that he 
does need to handle the product of his thrift 
and saving. And when we see the cold sta- 
tistics showing that these savings depositors 
throughout the country control a greater 
sum than that accumulated in individual de- 
posits of all other kinds, it is obvious that he 
is no mean customer. 

We serve, become educated and partially 
civilized as our accomplishments support our 
highest ideals and further our attainments. 
We seek our purpose in life, expend the best 
years of our energy, and in time produce 
results. A savings account means just that. 


President’s Dinner 


NE of the social features of the annual 

convention is the dinner given by the in- 
coming president to incoming state vice-pres- 
idents, the presidents and secretaries of the 
State Associations and the American Bank- 
ers Association staff. It is an occasion on 
which bankers taking up new official duties 
meet for better understanding with those 
with whom they are to work during the en- 
suing year. This year’s dinner, presided 
over by Oscar Wells, the new president, 
was an unusually happy event, many officers 
and ex-officers contributing to its success 
with inspiring addresses which indicated a 
determination to carry on the year’s work 
with new vigor and resolution. 


Extra Copies 


F additional copies of this issue of the 


JouRNAL are desired, subscribers are 
urged to order them promptly as the supply 
is limited and when exhausted no more 
copies may be had. 

More and more bankers are adopting the 
practice of supplying the heads of the de- 
partments, and promising juniors, with an 
annual subscription to the JourNAL, sent to 
the home, thus giving them the benefit of 
twelve good issues a year of carefully se- 
lected matter on banking subjects. To those 
contemplating this aid it is suggested that 
subscriptions start with the present issue. 
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Adding a Profitable Department 
to the Savings Bank 


By T. R. DURHAM 


Vice-President, Chattanooga Savings & Trust Co., Chattanooga, Tenn. 


Though Apparently a Paradox, Bankers May Swell Profits by 


Increasing Interest Rates to Depositors. 


By Setting Up Real 


Estate Loan Department and Selling Certificates to Public, 
Savings Bank Can Serve Community and Add to Its Income. 


N the realm of banking as well as in 

most other lines of endeavor, the time 

has come when business must neces- 

sarily be done upon a very narrow 
margin of profit. It has reached the point 
that the earning of a fair dividend is a real 
effort, and the sustaining of an increasing 
surplus account in addition requires extreme 
measures. 

During recent years profits have been 
growing smaller and smaller in the banking 
field and numerous suggestions have been 
made to cover the ever-increasing cost of 
doing business and the reduction of income 
from the bankers’ principal source, interest 
on loans. Financial magazines have been 
filled with ideas for reducing costs, sugges- 
tions for the increase of rates on loans, 
reduction of interest on savings deposits, 
obtaining a greater volume of business, and 
many other points which have been followed 
more or less, and to which every progressive 
banker has given considerable attention. All 
of these suggestions are timely but most of 
them have been very difficult of realization 
because competition has been very keen, 
money rates have been very low, and it has 
been most difficult to reduce interest on sav- 
ings accounts without sacrificing an 
enormous amount of business. 


Meeting Changing Conditions 


ANKERS are faced with constantly 

changing conditions filled with new and 
interesting forms of competition, and there 
is an old and true maxim which says that if 
conditions arise which cannot be changed, 
the next best thing to do is to meet them. 

As an illustration, attention is directed to 
the changed attitude of bankers in recent 
years toward soliciting business through ad- 
vertising and other mediums. Most of ‘us 
well remember the day when it was con- 
sidered most undignified to ask for business. 
The banker treated his business as strictly 
professional instead of commercial, and 
many of them assumed the position of con- 
ferring a favor upon all persons who en- 
tered to transact business. 

Progress has brought a changed attitude, 
however, and bankers no longer sit and wait 
for business. They have adopted modern 
ideas in advertising and soliciting, and the 
acquiring of new business has become one of 
the essential factors of every well-managed 
institution. 


The profession is as dignified as ever, but 
the ‘banker of today no longer sits idly by 
and expects profitable business to enter his 
doors when there are many other agencies 
actively engaged in commanding attention. 
He knows that he will become a mere spec- 
tator as the march of progress passes if he 
does not become a participant in the parade. 

The banker’s attitude toward borrowers 
is also experiencing a decided change. 
Transactions are no longer treated as al- 
together one-sided—the banker’s side. In- 
telligent self-interest demands that every 
consideration be given to the needs and re- 
quirements of the customer. It is fully 
realized that every banking transaction is, 
or should be, a mutual one and the customer 
must receive full consideration as a party to 
the contract. 


An Industrial Field Example 


ET us take an illustration from the in- 

dustrial field and see if it may not be ap- 
plied with profit. It is said that during a 
crisis in the history of the Ford Motor Com- 
pany, the engineers of the plant went to Mr. 
Ford with the suggestion that it would be 
necessary to increase the selling price of their 
product because of the constantly rising cost 
of raw materials. Mr. Ford answered the 
suggestion by demanding that the price of 
the product be reduced instead of increased 
and that the situation be met by greater 
efficiency in manufacture and greater volume 
in sales. 

The suggestion I should like to make in 
connection with the business of banking 
toddy may also appear to be a paradox, but 
it has proven so profitable and satisfactory 
for many bankers who have adopted it that 
I am offering it to bankers for such con- 
sideration as they may care to accord it. 

In many cities the rising costs and shrink- 
ing profits have been partially offset by 
reducing interest rates to savings depositors. 
This would appear logical and has no doubt 
been successful in many instances. Whether 
the success is permanent or temporary can be 
determined only by the lapse of sufficient 
time. The reduction of interest rates will 
undoubtedly drive savings funds in consider- 
able volume to other cities or into other 
channels of earning. 

My suggestion, therefore, is, instead of 
reducing the rate, that the rate of interest 
to savers be increased. Bankers can par- 
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tially offset shrinking profits by paying more 
interest to depositors while performing a 
service to their respective communities. It 
is only natural for the depositor with money 
in a savings account to give some thought to 
increasing its earning capacity, and he is 
tempted on many occasions to invest his 
funds through some channel which will yield 
a greater income. If he does not actually 
seek some other form of investment, in all 
probability he will be presented with an 
opportunity by someone interested only in 
the commission on what they have to sell. 
The investment may be wise or it may be 
unsafe. In many, many cases for the unsus- 
pecting and uninitiated in the field of invest- 
ment it is more likely to be of a speculative 
nature and the principal will become jeopard- 
ized. If the banker can supply the invest- 
ment needs of his own depositors he not only 
keeps the money in his ewn institution, but 
serves the double purpose of protecting the 
customer from loss through spurious invest- 
ments. Furthermore, the banker owes a 
duty to his depositor to provide for him the 
best available rate because the depositor has 
confidence in his institution and has brought 
his savings to him largely for that reason. 
In soliciting business he pictures to the pros- 
pective depositor in glowing terms the 
several rewards of thrift and urges him in 
many ways to become a depositor because 
of the advantages of advice afforded patrons 
of the institution as well as the safety of 
his funds while awaiting investment. It is, 
therefore, an obligation on his part not only 
to protect his savings while in the savings 
department, but to provide, if possible,- a 
means of permanent investment for him in 
sound securities. The increased rate should 
be allowed not on savings accounts but on 
investments supplied by the bank. 


Real Estate Loan Department 


Bien may be accomplished by the estab- 
lishment of a real estate loan department 
which will serve two important functions 
for any bank. The first is the aiding in the 
development of the community through the 
making of real estate loans on local prop- 
erties; and second, in the affording of in- 
vestments for depositors. Many bankers 
object to lending money on real estate secur- 
ity because of the non-liquidity of this type 
of loan. It must be borne in mind, however, 
that every turn of the economic cycle, every 
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advance in science and invention, and every 
step of progress in our social system has 
increased the ratio between tangible prop- 
erty, which is liquid, and against which 
short-time loans may be made, and that 
which is fixed, which long-time or so-called 
slow loans must eventually protect. Years 
ago bankers considered only liquid loans. 
One of the strongest theories of banking in 
the past has been to keep its affairs liquid. 
More and more, however, liquid commodi- 
ties and assets are giving way to fixed and 
permanent investments which be 
financed over periods of years and ~the 
banker must choose between entering this 
form of business or giving place to other 
agencies which are rapidly coming into be- 
ing for the purpose of meeting the- new 
conditions. 

Undoubtedly, the average man _ would 
much prefer to borrow money from a bank 
for the purpose of buying, building or re- 
modeling his home, or for the purpose of 
financing his needs on the farm. Bankers 
have been trained in the field of credit and 
their institutions are scientifically designed 
for the purpose of handling loans, but they 
must not get the impression that they can 
dictate the type of loan the borrower must 
accept, because the evolution in the type of 
property which is being created throughout 
the entire country simply demands an evolu- 
tion in the credit structure to provide for 
present-day needs. 

In suggesting a real estate loan depart- 
ment, it is with full knowledge that many 
banks are now operating them and that, in 
several states, loans on real estate are made 
compulsory for the investment of savings 
deposits. 

It is quite evident, however, that bankers 
in many sections have neglected this most 
important phase of finance, thereby depriv- 
ing their institutions of a most profitable 
source of income and losing many millions 
in deposits through withdrawal for invest- 
ment in securities which they themselves 
could easily provide. 


Making Real Estate Loans 
Most Liquid of All 


BVIOUSLY a bank cannot with safety 

lend money on long time without pro- 
viding itself with some measure of protec- 
tion against business depressions, or heavy 
withdrawals or decline in deposits from any 
cause. It can, however, make such loans the 
most liquid of all, from a practical stand- 
point, through the sale of such loans to the 
public, and particularly to the depositors of 
the bank. Thus is provided the increased 
rate of interest to savers, 

At present in many states, mutual savings 
bankers are not permitted to sell their 
mortgages to their depositors. Plans are 
under way in at least one important state 
which will, no doubt, make provision for 
this form of business in the near future. 
The advantages to the investor in the pur- 
chase of a tangible security over the ordinary 
savings account are many. He receives a 
better rate of interest, his funds are treated 
as more or less permanently invested, he has 
the benefit of specific security and the 
temptation to speculate is greatly reduced, if 
not entirely eliminated. 

In a recent communication of Comptroller 


Dawes advocating certain provisions of the 
McFadden bill then pending before Congress, 
he suggests that even national banks be 
permitted to lend on real estate security for 
periods of five years instead of one year as 
provided at present. He contended that a 
five-year loan is much more liquid than a 
one-year loan because it is easier to sell. 
Every bank with a savings department, 
whether it be national, savings or state, 
should perform the function of a savings 
bank by lending money on real estate secur- 
ity and aid in the proper development of 
their respective communities. 


The Inevitable Question 


HEN the suggestion _is made that 

bankers increase the rate of interest 
to their savers through the sale of real 
estate mortgages, many banks, no doubt, 
will ask the question, “Why should we pay 
depositors 5 or 6 per cent. for the use of 
money for which we are now receiving 
3, 3% or 4 per cent?” These questions may 
be answered by stating that the making of 
real estate loans is good banking and the 
sale of them to depositors is good business. 
First, the banker owes it to his depositors 
to supply them with something which pays 
a better rate, provided such investments are 
safe and are available. Second, he owes it 
to his depositors to protect them from the 
temptations of speculation and the lure of 
big profits through the purchase of spurious 
investments. Third, the depositor has a 
right to depend upon his own banker to 
provide for him all of his financial needs. 
All of the above answers are good business 
because he is constantly pleasing his de- 
positors and creating a friendship and good 
will which will increase his business ulti- 
mately. Fourth, the banker keeps the money 
within his own institution, and fifth, the 
business is highly profitable. These two 
answers are good banking. Some bankers 
who have been particularly successful in the 
handling of this type of business actively 
solicit their own savings depositors to buy 
their investments. They constantly call at- 
tention to the fact that they may receive a 
higher rate of interest than is paid in the 
savings department by printing on the sav- 
ings book envelope information concerning 
the purchase of real estate loans. 

One bank uses newspaper space, window 
display and lobby advertising almost con- 
stantly, reminding its depositors that it has 
a better rate of interest for them upon ap- 
plication. This bank fully realizes that 
when a savings account reaches a substantial 
amount, the depositor will sooner or later 
invest the funds somewhere. Why not, then, 
provide the investment for him? Experience 
has demonstrated that a savings department 
continues to grow, even though the bank 
actively solicits its own depositors, because 
there is an added incentive to save and new 
business is constantly being attracted by rea- 
son of the liberal attitude of the bank. De- 
positors take great pleasure in bringing the 
business of their friends because of the in- 
creased rate. 

Here again a liberal poficy in dealing with 
the customer is profitable. If, after having 
purchased a loan or certificate, the investor 
finds need for the money, pay it to him. 
Experience has shown that the requests for 
repurchase are negligible and it is good busi- 


ness to meet them in most cases rather than 
offend. Loans against such securities should 
also be granted promptly and at only a 
slightly higher rate than they bear. 

A banker in the Middle West has recently 
inaugurated a new department for the pur- 
pose of receiving investment deposits which 
earn a higher rate of interest than his regu- 
lar savings department. All deposits in this 
department, however, are not subject to 
immediate withdrawal because the funds are 
invested in real estate mortgages and other 
long time investments. The depositor clear- 
ly. understands the situation but is willing to 
deposit his money for longer periods pro- 
vided he can receive a larger return. 


How to Sell Mortgages 


HE sale of real estate mortgages may 

be accomplished either by selling the 
loans themselves direct or by segregating 
loans in groups and issuing certificates 
against each series, or by depositing the 
mortgages with an outside trustee and issu- 
ing certificates or bonds against them. In 
this way, certificates as small as $100 may 
be issued, thereby appealing to the small in- 
vestor, young people who are just beginning 
to save, funds of societies which are to be 
used for endowment purposes or sinking 
funds, and numerous other outlets which will 
suggest themselves as the department grows. 
Arrangement may also be made to sell 
mortgages or certificates on the installment 
plan. This appeals to many people who 
might not otherwise become interested in 
investments. The Christmas Club plan may 
be adapted for this purpose. 

An important feature in the sale of mort- 
gages is the lack of any necessity for re- 
serves. Most of them are sold without 
recourse, but it is customary for banks to 
recognize a moral responsibility, and as a 
business policy, to repurchase any loan which 
may default. This occurs so infrequently, 
however, that the reserve requirement for 
mortgages outstanding in the hands of in- 
vestors is negligible. This is a very im- 
portant profit factor since it is a well-known 
fact that reserves sometimes add a full 1 
per cent. to the cost of deposit funds, where- 
as in the sale of mortgages, this factor is 
practically eliminated. 

A much smaller spread, therefore, be- 
tween rates to borrower and investor will 
yield more to the bank than between bor- 
rower and depositor. Mortgages may be 
sold on a basis which will yield the bank 
4, 1 or 1% per cent. per annum which will 
produce a splendid profit when sufficient 
volume has been attained. A large volume 
of this type of business can be built up 
in a comparatively short time. It can be 
handled at a reasonable cost with the mini- 
mum amount of clerical force, and is a 
department which grows almost automatic- 
ally when properly organized and carefully 
handled. 

May I not at this point offer a suggestion 
or two in connection with the making of 
real estate loans? These will apply whether 
the loans are made for the investment of the 
bank’s funds, or for sale, or both. 

Permit me to recall the much used, mis- 
used, if not actually abused word “service” 
as applied to lending money on real estate. 
Let us remember that in many instances we 

(Continued on page 292) 
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The Financial Marvels in 


Resumption 


By JOHN JAY KNOx 


Comptroller of the Currency, in an Address Before the American Bankers Association at Saratoga, N. Y., August, 1879 


HE financial marvels of the first 

four months succeeding resumption 

day (January 1, 1879) are beyond 

all precedent. No nation ever be- 
fore within 100 days sold 537 millions 
($537,676,550) of bonds at as low a rate of 
interest as 4 per cent. No nation ever be- 
fore in 100 days made an annual saving of 
8 millions ($8,810,468) in interest upon its 
public debt. No nation ever before re- 
sumed specie payment with 670 millions of 
‘paper money in circulation. 

Never before have any people evinced 
‘such unbounded faith in the credit of a na- 
‘tion as have the American people, during 
‘tthe past six months. The man cannot be 
found in all this land who, since the re- 
‘sumption of specie payment, has demanded 
a dollar of coin because he lacked faith in 
the issues of the government or of the 
banks. The amount of gold coin in the 
treasury and in the banks is today greater 
than on the day of resumption. The treas- 
ury has redeemed nearly 120 millions ($119,- 
501,109) of United States bonds with legal 
tender notes, and not a dollar of coin has 
‘been demanded in payment of 500 millions 
of called bonds. 


How It Was Accomplished 


OW has this great work of specie pay- 

ments, which has been the great topic 
of discussion in this country for the past 
fourteen years, been accomplished? First, 
the country at large has during the past 
three years been blessed with abundant har- 
vests, producing millions of bushels of wheat 
and corn and other cereals, and millions 
of pounds of cotton, and wool, and tobacco, 
ork and beef, while say eighty millions of 
gold and silver have been produced annu- 
ally from our mines, in excess of the 
amounts used in the arts and manufactures ; 
so that the small amount exported from the 
country in excess of imports has hardly 
been felt. By means of magnificent net- 
work of railroads, cattle are transported 
from distant plains, which, but recently, 
were the homes of the buffalo and the ante- 
lope, and wheat, from the fabulous new 
fields in Minnesota and Dakota, so quickly 
and so cheaply, that we not only feed our 
English and German cousins with the 
choicest beef and finest flour, but under- 
sell them under the shadow of their own 
farm houses. 

Our manufactured articles have also 
found new markets, and the balance of 
trade has been turned largely in our favor. 
The exports during the fiscal year 1878 
amounted to $257,814,234, and during the 
calendar year were $305,279,590; and dur- 
ing the fiscal year 1879 amounted to $264,- 


636,602; the excess of exports for the 
year 1878 ($257,814,234) being more than 
three times as much as that of 1876, and 
more than two-thirds greater than that of 
1877. 

In the second place, we had at the head 
of affairs in the Treasury Department a 
man with long experience as Chairman of 
the Finance Committee of the United States 
Senate (John Sherman, of Ohio) and who 
was familiar with ‘all the financial legisla- 
tion of the country since the suspension of 
specie payments. He entered upon this 
work of resumption with energy, with firm- 
ness, with patience, and independence of 
judgment. If he at any time doubted, no 
one knew his doubts. He exhibited in this 
work what the American people love most 
of all to find in a public man—pluck! He 
had faith in the accomplishment of his pur- 
pose, from the date of the commencement 
of the work to its conclusion; and he thus 
inspired confidence in thousands of others 
who desired resumption but feared the re- 
sult—who believed in it, but had doubts 
as to the possibility of its successful ac- 
complishment. 

Resumption was made certain on the 
first day of January, 1879, by the cheer- 
ful cooperation of the banks. During the 
last months of the past year, the princi- 
pal question was: “What will the banks do 
on resumption day?” They held more than 
125 millions of legal tender notes, nearly 
one-third of which were held by banks in 
the city of New York, and these notes be- 
came coin certificates on the day of re- 
sumption. The banks of New York could 
have presented at the Treasury of the United 
States more than forty millions of legal 
tenders upon a single day, and their action 
would have influenced that of their corre- 
spondents, and of other monetary institu- 
tions of the country, and have weakened 
the faith of the advocates of resumption 
everywhere. 


Banks Cooperate 


UCH an act, if it had not defeated re- 

sumption, would certainly have embar- 
rassed it, and might possibly have postponed 
indefinitely its consummation. But I am 
happy to bear witness that no such action 
upon the part of the banks was ever con- 
templated. In the course of my official du- 
ties I had the pleasure of meeting, late in 
the month of October, officers of many of 
the principal banks in New York City. 
These gentlemen were cordial and earnest 
in their advocacy of resumption from the 
first, and assured me that everything in 
their power should be done in furtherance 
of the good work. 
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The propriety of making the Assistant 
Treasurer a member of the Clearing House, 
and of receiving United States notes in- 
stead of coin in the payment of the interest 
upon the public debt, of coin checks of the 
government, and of balances between the 
banks and the government, was favored al- 
most without exception. An appointment 
was made with the Secretary, and pursu- 
ant to this arrangement a committee of 
national and state bank officers met the for- 
mer at his office in Washington early in 
November, others being present, at which 
time the following points were discussed: 

First—Hereafter drafts drawn upon any 
bank represented in the Clearing House As- 
sociation in the city of New York, received 
by the Assistant Treasurer in that city, may 
be presented to such bank at the Clearing 
House for payments. 

Second.—Hereafter drafts drawn upon 
the Assistant Treasurer at New York may 
be adjusted by him at the Clearing House, 
and the balance due from the United States 
may be paid at his office in United States 
notes or Clearing House certificates. 

Third—After the first of January next, 
payment of checks presented to the Assis- 
tant Treasurer by any bank connected with 
the Clearing House may be made by him 
in United States notes. 


The Clearing House Aids 


HESE points were submitted to the 

New York Clearing House, which is 
composed of forty-nine national and _ thir- 
teen state banks, and the following propo- 
sitions were adopted by it for the guidance 
of the banks in the transaction of business 
after the first day of January, 1879, which 
propositions were likewise subsequently 
adopted by the Clearing House in Boston: 

1. Decline receiving gold coins as “spe- 
cial deposits,” but accept and treat them 
only as “lawful money”. 

2. Abolish special exchanges of gold 
checks at the Clearing House. 

3. Pay and receive balances between banks 
at the Clearing House, either in gold or 
United States legal tender. 

In addition to these propositions others 
having reference to the receipt of the silver 
dollar and the discontinuance of special gold 
accounts were adopted by the banks, as 
follows: 

4. Receive silver dollars upon deposit only 
under special contract to withdraw the same 
in kind. 

5. Prohibit payment of balances at Clear- 
ing House in silver certificates or in silver 
dollars, excepting as subsidiary coin in small 
sums (say under $10). 

(Concluded on page 217) 
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They Refused Gold 


How Resumption Worked When in 1879 the Government 
Was Prepared to Resume Specie Payments. Instead of a Long 
Line of Waiting Men at the Sub-Treasury in New York, Just 
One Man Appeared to Exchange $210 in Greenbacks for Gold. 


(See color picture “He Turned Back the 
Gold” on the opposite page) 


URING the period immediately 

following the Civil War, incon- 

trovertible paper money com- 

pletely displaced gold and specie 
payments were not resumed until 1879. In 
the years immediately preceding the resump- 
tion of specie payments there was prolonged 
debate and discussion in Congress and every- 
where over the financial policy of the na- 
tion. Many men, little suspecting the 
strength of the United States, doubted the 
ability of the government ever to give gold 
in exchange for the “Greenbacks” which the 
government had issued under the pressing 
necessities of the war crisis. The law pro- 
viding for the resumption of specie pay- 
ments passed in 1875 provided that actual re- 
sumption should take place in 1879 thus giv- 
ing ample time for preparation. 

What happened when resumption day oc- 
curred is graphically told in the following 
article from the New York Times of Janu- 
ary 3, 1879: 

“Sixteen years ago a financier well known 
in connection with Western railroad enter- 
prises had framed for his office a United 
States legal tender note. Under it was in- 
scribed, ‘Irredeemable. The child is not born 
who will live to see the promise to redeem 
performed.’ The framed promise to pay 
having ornamented the wall over its owner’s 
desk long enough, was one of the first to be 
exchanged, dollar for, in coin, early last 
week. Only six months ago, when the de- 
bate in Congress on the ‘Silver Bill’ elicited 
many prophecies of the failure of the gov- 
ernment to resume specie payments on Janu- 
ary 1, 1879, the president of a prominent 
Wall Street bank declared at a meeting of 
bank presidents that, should the United 
States Treasury persist in its endeavors to 
resume, he would give $50,000 for the first 
place in the line of those who would pre- 
sent themselves on resumption day to ex- 
change their legal tenders for gold. For- 
tunately perhaps for him, he was absent 
from business on account of sickness yes- 
terday. He thereby escaped the mortification 
of acceptance of his ill-advised offer. As a 
matter of fact, although a financial revolu- 
tion of far-reaching influence and import- 
ance was in progress, the only difference ap- 
parent in the affairs of the day from those 
of the past fortnight was in the general dis- 
inclination manifested by the public to re- 
ceive gold in payment of acceptances. 


The New Difficulty in Finance 


—— men were confronted with 
a new and unforeseen difficulty—that 
of getting rid of their cumbersome piles of 
gold without submitting to a discount. A 


bank officer said: ‘It is the old story again 
of the Dutchman and the savings bank upon 
which there was a run. Having excitedly 
demanded his savings, the sum was prompt- 
ly handed out to him. He gazed at it in 
astonishment for a few moments and then 
pushing it back said: ‘Vell, of you can pay 
me, I don’d want id; bud of you can’t pay 
me, den I do want id.’ 

“At 10 o’clock yesterday morning—the 
hour for opening the Sub-Treasury—a sal- 
ute was fired from the Brooklyn Navy Yard 
in honor of the event that was formally to 
take place. Simultaneously flags were run 
up on the staffs surmounting nearly every 
bank in the city, all commercial buildings, 
and all government offices. The vicinity of 
Wall and Broad Streets was gay with bunt- 
ing. Almost every building in every direc- 
tion, as far as the eye could reach, displayed 
its separate banner on roof or from win- 
dow. The top of the Custom House was cov- 
ered with flags. The Stock Exchange alone 
remained bare. Men looked up to its flag- 
staff and first wondered and then grew in- 
dignant. Shortly before 2 o’clock, the mur- 
murs of adverse comment had become so 
loud and general that they reached the ears 
of the officers of the exchange and a hurried 
scramble was made to remedy what proved 
to be an unintentional oversight. As the 
flag arose and spread its folds to the breeze, 
it was greeted by a hearty cheer from the 
throats of the passers-by. Owing to the 
death of George J. Whitney the flag of the 
Produce Exchange was at half-mast, but 
the officers hastened to express their doubly- 
deep regret at the event which prevented 
them from doing proper honor to the oc- 
casion. The Cotton Exchange was suitably 
decorated—but to give a list of the other 
buildings in the same category would be to 
reproduce a large portion of the appendix 
to the directory. Among the members of the 
various commercial and financial bodies and 
among business men generally, the senti- 
ments expressed in these outward tokens of 
rejoicing met with the most hearty sym- 
pathy. There was no excitement, but rather 
a deep-seated feeling of satisfaction and of 
confidence in the government and in the fu- 
ture. Resumption as a practical fact was 
looked upon as having been accomplished 
weeks ago, and not the faintest shadow of a 
doubt remains in the mind of anyone re- 
garding its permanency. In this view, the 
beginning of a prosperous business future 
founded on a stable basis was an easy thing 
to hope for. 

“At the Sub-Treasury every preparation 
suggested by prudence was made to carry 
out the law. In the vaults of the build- 
ing yesterday morzing were $110,000,000 in 
gold coin, for, notwithstanding the predic- 
tions of shrewd financiers that the metal 
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would be found to be held valuable in pro- 
portion to the difficulty of obtaining it—pre- 
diction whose soundness has been fore- 
shadowed during the past three months— 
the Secretary deemed it best to guard against 
unpleasant surprises. A special clerk was 
assigned to the coin-room, well equipped 
with bags of gold eagles and fractions 
thereof, with instructions to pay them over 
for legal tenders on demand. His position 
was almost a sinecure. In place of the ex- 
pected crowd of exchangers but one man 
put in an appearance at the counter at the 
opening of business, and was promptly given 
$210 in gold for a similar sum in green- 
backs. A full half hour passed and nobody 
else appeared. Then came several, evidently 
attracted by curiosity to experience the 
workings of the law, for they wanted less 
than $50 worth of coin apiece, the limit that 
the law makes redeemable at the Sub- 
Treasury. In two hours but $2,500 had been 
paid out, $1,000 of which was taken by one 
man. The experience of the clerks in the 
other departments was almost exactly simi- 
lar. 


Clamor for Greenbacks 


“ey everyone who presented acceptances 
of any kind for redemption, the 
clerks asked whether gold or greenbacks was 
wanted. The almost invariable answer was, 
‘Greenbacks, of course,’ or ‘Greenbacks are 
good enough for me,’ or, ‘Give me bills ; what 
do I want of gold?’ One excited German 
created much amusement by exclaiming in a 
tone of irritation, as though the question 
was a puerile one: ‘Pills, pills, pills!’ An- 
other man thought he would take gold, and 
a $5,000 bag was handed to him. He hefted 
it a moment, and, catching the spirit of the 
amused look on the countenances of the by- 
standers, smiled broadly and flung the bag 
up in the air. Coming down it slipped 
through his fingers. The concussion with 
the marble pavement burst the string con- 
fining its neck, and its contents rolled all 
over the floor. Amid a general laugh the 
mortified owner got down upon his hands and 
knees and gathered the glittering pieces. 
After spending fifteen minutes in counting 
the coin to see that it was all there, he took 
the bag in both hands, and once more ap- 
proaching the counter, said to the clerk: 
‘Here, I’ve changed my mind. Give me 
something that won’t roll, instead of these.’ 
So it went on during the entire day. Super- 
intendent White said, with a look of per- 
plexity at the pile of gold behind him, ‘It 
looks as though the government would be 
unable to get rid of its coin. Nobody wants 
it’ During the day only $130,000 in gold 
were paid out in exchange for United States 
notes, and $400,000 in gold were received in 
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The first Federal building—the United States Mint at Philadelphia 


exchange for United States notes, leaving 
the Sub-Treasury with $270,000 more gold 
on hand last night than it had in the morn- 
ing. 


6677" HE banks started the day’s business by 

turning into the Sub-Treasury $300,000 
in gold certificates, in exchange for which 
they took Clearing-house legal-tender certi- 
ficates. This mark of their confidence in the 
success of resumption speaks volumes. An- 
other fact that affords food for reflection to 
the silver men was that not a dollar in sil- 
ver was paid out at the Sub-Treasury yes- 
terday. On the street subsidiary silver was 
offered freely at 2 per cent discount. Gen. 
Hillhouse telegraphed the good news to 
Treasurer Gilfillan, at Washington, as soon 
as business closed. Early in the morning, 
acting on instructions from Washington, he 
issued the following: 


‘Office, United States Treasury, 
New York, January 2, 1879. 


By direction of the Secretary of the Treasury, 

called bonds will not be redeemed at this office. 
Tuomas HILLHovsE, 
Assistant Treasurer.’ 

“This is explained by the fact that the 
custom has always been to pay called bonds 
in Washington until it was modified by the 
Secretary during the prevalence of a gold 
corner in this city, when the Sub-Treasury 
was authorized to redeem them in order to 
relieve the gold market. There being no 
further danger of a corner in gold the per- 
mission is now revoked. 

“At the Custom house the record of the 
day’s receipts stands: Gold notes, $30,000; 
silver certificates, $26,000; gold coin, $35,- 
000; silver coin, $1,000; United States legal 
tenders, $102,000; total, $194,000. 

“The first money received for duties in 
the morning was three $1,000 legal tender 
notes. This shows that a majority of those 
who had been accustomed to keeping gold 
deposits in banks for payment of duties had 
drawn them out in currency. Until the gold 
and silver certificates are all in, the customs 
authorities will continue to make detailed 
returns as above. On Tuesday the cart in 
which coin is carried made five journeys 
from the Custom house to the Sub-Treas- 
ury. Yesterday one was enough. 

“The Gold Room was deserted yesterday 
morning. The only transactions that took 
place were the settlements of old transac- 


tions. On the black-board was written in 
great letters in chalk the word ‘Par.’ At noon 
there had not been a sale or a quotation, 
and then word came that the governing 
committee had ordered the department abol- 
ished and forbidden any transactions in it 
in the future. During the afternoon the 
dial which has indicated the changes in the 
gold premium for so many years was taken 
down. 

“The department of the Bank of the 
State of New York devoted to gold clear- 
ances was kept open yesterday for the set- 
tlement of the business of December 31. 
Henceforth it will be closed and the bank 
as a gold clearing-house will cease to exist. 

“At the Bank Clearing House an enor- 
mous business was done, as is usual, after a 
holiday, but it was in strict conformity with 
the law, gold, legal tenders, and standard 
silver dollars being accepted indiscrimin- 
ately in settlement of balances. 


More Received Than Paid 


—F HE banks generally reported that they 
were receiving more gold than they 
were paying out. Nearly all had discounted 
the probabilities, and for several days had 
been exchanging their gold certificates for 
legal tender certificates used for settlements 
at the Clearing House. All had provided 
their paying tellers yesterday with stacks of 
gold enough to satisfy any possible demand, 
and they all turned in those stacks practically 
untouched. Nobody seemed to want it 
when crisp and portable legal tenders could 
be had. This was notably the case in the 
First National Bank. Its resumption was an 
accomplished fact a week ago, when they 
met average daily demands for gold of 
$100,000. Yesterday, gold drafts upon them 
by country banks aggregated but $40,000, 
while the gold paid out over the counter 
amounted to exactly $42. The same state 
of facts, coupled with confidence in the per- 
manence of the financial revolution, is re- 
ported by private bankers. Indeed, dealers 
in bullion say that for weeks past there has 
been steadily flowing in to them a stream of 
silver coin of old date, showing that the 
hoarders are becoming convinced that coin 
is no longer the only safe shape of money.” 

The experience of New York was the 
common experience in every other financial 
center of the country. 
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Financial Marvels 
(Continued from page 215) 


6. Discontinue gold special accounts by 
notice to dealers to terminate them on the 
first of January next. 

On the day of the announcement of this 
arrangement all doubts of resumption 
ceased, gold declined in value, and more 
than a month before the day fixed by law 
resumption had practically been reached, 
so that upon that day the country was sur- 
prised to learn that, although the banks 
of the city of New York held forty millions 
of treasury notes, not one dollar had been 
demanded in coin. 

As at the commencement of the war the 
banks parted with their gold for the bene- 
fit of the government, so at its close and 
upon the resumption of specie payments 
they relinquished the right and privilege of 


- again demanding it, and were well satis- 


fied to receive instead the demand notes 
of the government, which are redeemable in 
coin upon presentation. 


The Three Ages in 
Banking 
{somos banking world, like the physical 
world, has had its geologic ages, al- 
though their order has been somewhat dif- 
ferent from those of the normal geological 
chart. 

First, there was the Pleistocene or Glacial 
Age, when the banker wore his forbidding 
side whiskers, plug hat, frock coat, and 
gold-headed cane. He shut himself up in his 
cold-storage vault, condescendingly permit- 
ted his customers to transact business with 
him, and then froze them stiff with his 
formalism and ultraconservatism. 

Next came along the Age of Inverte- 
brates, which reached the pinnacle of its 
development about the time of Cassie Chad- 
wick, who was able to borrow millions of 
dollars fromr spineless bankers because she 
was good-looking and had a clever line of 
talk. During this age the glaciers had prac- 
tically all disappeared, along with the plug 
hat and gold-headed cane, and the banker 
occasionally emerged from his mausoleum 
and actually associated with some of his 
more exclusive customers. 

The third age is the present, known as the 
Quaternary, or Human Age. During this 
age the banker has learned to develop and 
“brazenly” exhibit such human character- 
istics as. affability, geniality, good-fellow- 
ship and cordial sympathy; and, along with 
these, he exercises a reasonable measure of 
intelligent, dignified conservatism. It is dur- 
ing this age that the banks have shown more 
development than during the other two ages 


combined. Further comment is unnecessary. 
Fred W. Ellsworth. 


Journal Binders 


Artificial leather slip-in binders in which 
to preserve a year’s issue of the AMERICAN 
BANKERS JOURNAL may be had upon appli- 
cation. These binders have the imprint of 
the JourNAL on the front and the backbone. 
The price is $2 each, postpaid. 
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A Sound Investment Policy for 
Savings Banks 


By K. M. ANDREW, 


Cashier, The LaPorte Savings Bank, LaPorte, Ind. 


Systematic Scheme of Investing Essential to Well Managed Insti- 


tution. 


With Cash Reserve of 12 per cent, Secondary Reserve 


of 10 to 15 per cent in Short Time Paper, 15 to 20 per cent in 
in Mortgages. 


Good Bonds, Bank May Put 60 per cent 


LL successful investing presents cer- 
tain common elements, certain first 
or main principles. There must be 
considered safety of principal; 

certainty of income; rate of income; legal- 
ity; maturity; stability of market price; 
marketability. 

Safety of principal involves the record of 
borrower, as well as the question of his 
financial strength and earnings. There is a 
natural hesitancy in loaning a_ borrower, 
either individual, corporation or nation, 
whose record discloses defaults, unless such 
defaults may have been due to circum- 
stances over which borrower had no control, 
as, for instance, in the case of a nation to 
a great war. One would view with suspicion 
municipal bonds issued by a city or com- 
munity which had repeatedly and persistently 
been the scene of disorders, rioting, and 
open defiance of law. Between communities 
and corporations a certain analogy exists, 
although a community cannot purge itself 
from a default as readily as can a corpora- 
tion. Thus a railroad encounters difficulties 
and goes into receivership. After’the re- 
organization of the corporation, its securities 
may be regarded as sound and without 
breath of suspicion touching the new cor- 
poration by reason of the difficulties of the 
past. Subsequent to the Civil War defaults 
in certain states occurred, defaults which 
came about through reasons now quite gen- 
erally understood. Rejection today of the 
obligations of those states should not follow 
by reason of such defaults, and yet it does. 


The Question of Legality 


EGALITY must always be stressed. Too 
frequently the legality, for instance, of 
a bond issue is taken for granted. In these 
days of complicated situations, with respect 
to “underlying,” “overlapping,” and “re- 
funded” issues, opinions on legality must be 
from counsellors of experience and standing. 
Securities of a class subject to wide 
fluctuation in price should be avoided. 
Speculation and savings investing are not 
synonymous terms. Under selling pressure, 
fluctuating securities are sure to suffer. If 
one must speculate, let him go out of the 
banking business first. Let him remember 
that depositors do not expect that the banker 
in whom they place their trust will trifle 
with their sacred confidence. 
Marketability must always be kept in 
mind. In view of the general custom of 


savings banks of honoring withdrawals on 
demand without recourse to statutory rights 
of delay, the banker must maintain a suf- 
ficiently liquid position. 

Safety of principal, certainty of income, 
rate of income, legality, stability of market 
price, all make for marketability. 

Diversification of investments and selec- 
tion of maturities are important considera- 
tions. Can we read the future correctly? 
Of course not. But we can come closer to 
the near than to the remote. The carriage 
business was once looked upon as most 
permanent in character. Cities like Cincin- 
nati and Flint were centers of the industry 
and distributed buggies in countless numbers. 
It is hard now to realize that in those days 
people by the thousands actually paid an 
admission price to metropolitan expositions 
of new styles in vehicles, just as they now 
pay for admission to displays of automobile 
creations. It is safer to average the chances 
of correct future reading by limiting the 
longest maturities with discretion and ar- 
ranging the balance in as near annual serial 
maturities as can be done practically. 


The Safety of Diversification 


IVERSIFICATION should be fol- 

lowed. The position of the banker is 
stronger thereby and he is less dependent 
upon any certain political or economic condi- 
tion. If agriculture suffers in one state, he 
has investments upon which to rely in an- 
other. Prolonged adverse agricultural con- 
ditions may throw a great railroad into the 
hands of a receiver. If the tariff is suddenly 
reduced sharply on English woolens, French 
silks and German machinery, while he may 
wail, he will not worry. 

Investment securities fall logically into 
groups with names familiar to the investing 
public. The comments which follow are 
based upon the distinct thought of the 
sanctity of savings funds, and are not in- 
tended to convey any suggestion as to the 
desirability for general investment purposes 
of the securities under discussion, or the 
privilege and obligation of financial support 
to worthy industrial enterprises. The opera- 
tion of a savings bank is, however, peculiarly 
a public trust where the undoubted sustained 
value of investments must be paramount to 
all other considerations. 

Bankers acceptances, high grade municipal 
bonds, Federal and Joint Stock Land Bank 
bonds, and United States obligations are 
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clearly suitable for investment of savings. 
They form the very best content for a 
“secondary reserve,” and call for no com- 
ment at this time. 

Commercial paper given by worthy in- 
dustrial and other concerns covering actual 
commercial transactions, having maturities 
not longer than six months, properly limited 
in amount and supported by generally ac- 
cepted standards, is not only desirable, but 
necessary to a well balanced list. 


The Shifting Industrials 


EGARDING industrials, the history of 

industrial activity does not offer to in- 
vested capital the security, of principal that 
tollows profitable permanence from one gen- 
eration to another, or stability of income 
assured by experience. The industrial pic- 
ture changes with the progress of civiliza- 
tion and the development of enterprise and 
invention, so that while the necessities and 
luxuries of mankind are continuously sup- 
plied, the factors that profit thereby are not 
fixed or continuous. A review of present 
day industrial enterprises indicates that but 
comparatively few have successfully operated 
for the customary life of a bond issue. 

There are notable exceptions to these 
general statements, where demonstrated 
permanence, dependable profit and continued 
demand for the product have distinguished 
certain lines of industry. There are indus- 
trial issues so set up as to secure the prin- 
cipal and assure the income. 

However, it does not seem practicable at 
this time to undertake to classify excep- 
tions to the general condition. Just now, 
with recurring evidence of the shift of base 
in certain fundamental lines of industry and 
the passing of the public fancy from one 
form of demand to another, I am not war- 
ranted in recommending long term industrial 
issues as adapted to saving funds investment. 

As to foreign securities: Assuming that 
there are bonds issued by foreign govern- 
ments which are safe, have a good market 
and are rated in the same class as our own 
high grade bonds, the fact remains that a 
disturbance in a foreign country, either 
economic or governmental, even though not 
particularly serious or widespread, frequent- 
ly causes a wide fluctuation in the prices of 
the bonds of that country. This would seem 
to indicate that foreign bonds are held to a 
large extent by persons not entirely satisfied 
with the stability of the investment. 
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The conclusion follows that if any bank 
found itself in difficulty due to its holdings 
of foreign securities, it would be severely 
censured by the public on the ground that 
there are ample securities in the United 
States available for trust funds. 

Power and light, water, telephone and 
street railway service—accepted necessities 
of the American people—a big industry 
representing an investment of over sixteen 
billion dollars, developed in so short a time 
relatively that time tested standards are not 
yet formulated into rules for investment 
guidance. Modern practice limits the term 
“public utilities” to include power and light 
issues, issues of gas companies and of com- 
panies supplying either or both together, 
with traction service. To this acceptance of 
the term these remarks are confined. 

There are two divisions to the power and 
light industry, namely central station steam 
plants, and hydro-electric properties. The 
fatter are usually more costly to build, 
usually more economical to operate. 

The return of city traction lines to stabil- 
ity and earning power is indicated. Single 
track suburbans still occupy a difficult posi- 
tion. Double track, high speed express lines 
connecting important cities are necessities, 
and, as a rule, show good earnings. 

The use of gas during the last fifteen 
years shows an average annual increase of 
about 10 per cent and the trend of legisla- 
tion is toward fair rates, an important mat- 
ter to the investor. 


The Desirable Type of Bond 


N the matter of capital structure, our best 

public utility companies have apparently 
proved that 60 per cent in bonds, with 40 
per cent in debentures preferred and com- 
mon stocks, is conservative. 
per cent of the preferred stocks, held by 
the public, is very desirable. 

The only type of bond evidently to be 
considered as an investment for savings 
tbanks is the underlying or first and refund- 
ing issue of companies furnishing power and 
light, or gas, or either together with trac- 
‘tion service where such service does not 
represent to exceed 25 per cent of operating 
earnings. The mortgage should be on actual 
physical property, enforceable by foreclosure, 
‘limited except for refunding purposes to 80 
per cent (75 per cent is better) of value 
of new construction. It should contain 
‘provision for refunding underlying issues, 
par for par. It should provide that the 
‘bonds mature at least three to five years 
‘prior to expiration of company’s franchise. 
‘There should be provision of liberal allow- 
‘ance for maintenance and depreciation. Net 
earnings of the company should average 134 
‘times bond interest for at least three years, 
and at least two times interest charges for 
twelve consecutive months out of the preced- 
ing fourteen months on all bonds to be 
‘presently outstanding. Gross earnings should 
‘be at least $2,000,000 per year, which should 
‘leave the net $400,000 and the issue must be 
for at least $1,000,000 to insure that the 
company is of sufficient size to have its 
securities well distributed. The company 
-should serve a diversified class of customers, 
-show ten years of healthy growth, and have 
able and experienced management. 

Forty to fifty years ago no single class 
«of loans had brought more grief to bank- 
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ing institutions than those on railroad bonds. 
This was due to certain definite causes. 
Without undertaking here to analyze those 
causes or the changes which have occurred 
since those days affecting transportation 
service to its great advantage, it can now be 
contended successfully that railroad bonds 
properly supported are a suitable investment 
for savings bank funds. 

Railroad bonds ‘should be bought for in- 
vestment, and not for speculative profit. The 
rate to maturity is the basis for savings 
bank investing, and if the yield is more than 
sufficient to pay interest or dividends to 
depositors and all the expenses of administra- 
tion, the investment is surely profitable. 

Railway securities may be _ considered 
under general classes: Mortgage, collateral 
trust, equipment trust, convertible, debenture 
and income bonds. The last three named 
can be disregarded, as they are not in the 
savings bank class. 

The direct mortgage bond may be either a 
railroad or a terminal bond, a first or sub- 
sequent lien and “closed” or “open.” If 
amply fortified it is almost immaterial 
whether secured by first or subsequent lien. 
Also it is not essential that the mortgage 
should be “closed,” providing the restrictions 
on further issues under it are sufficient to 
prevent a diluting of the security. 

Terminals, while generally not profitable, 
are indirectly so, and are essential to the 
proper functioning of a railroad system. 
Terminal bonds are highly esteemed, and 
when adequately secured, are a desirable in- 
vestment for savings bank funds. 

Collateral trust bonds are of various 
kinds. Those available for savings banks 
should be secured by collateral of the char- 
acter and quality that would be advisable 
in the first instance. This is fundamental. 
It would be highly inconsistent to permit 
investment in bonds secured by inferior 
grades of either bonds or stocks. 

Equipment trusts have proved their worth 
by their record. They are generally issued 
for a conservative percentage of cost, and 
depreciation is presumed to be taken care 
of by the serial maturities. Our courts have 
ruled that maturing interest and principal on 
equipment trusts are properly payable under 
a receivership as necessary operating ex- 
penses. 


The Mortgage Bond 


MORTGAGE bond, either direct or 

collateral, should cover ample property, 
main line, or divisional property that is an 
important part of the system. If a divisional 
line, it should be intrinsically valuable by 
reason of freight originating thereon, or 
because it is an essential part of a through 
system to valuable connections, or an im- 
portant terminus. The railroad should have 
ample up-to-date equipment, good roadbed, 
heavy rails, diversified freight, adequate 
connections, valuable feeders, and sufficient 
terminal facilities. 

For the present savings banks should avoid 
investments in bonds of so-called weaker 
lines. Eventually such lines may become 
available, but if so, only because they have 
become consolidated into and form part of 
large and prosperous systems. 

A properly secured real estate mortgage 
takes rank with the soundest of investments 
for savings, as proven by the long experi- 


ence of banks and loaning associations 
throughout the years. So firmly fixed, 
moreover, is this conviction in the minds of 
our people that real estate mortgages are by 
state law everywhere recognized as such. 
Certain kinds of property are safer than 
others, and due caution must be observed 
with respect to percentage of value which 
experience shows can be safely loaned. As 
a general guide, a maximum of 50 per cent 
of the value for fixed: period loans, and 60 
per cent for those amortized or subject to 
serial payments of principal is recommended. 


A Real Policy Needed 


OW, growing out of the consideration 

of these questions, and the determina- 
tion of the bank’s attitude with respect 
thereto, will appear what every banking in- 
stitution should promote, a clearly defined 
investment policy, a systematic scheme of 
investing, rather than an unscientific “hit- 
or-miss” manner of laying out money. 
Having determined the character and details 
of its investments, it is only necessary to 
fix ratios of different investment groups to 
deposits, and the investment program be- 
comes complete. The more skillfully de- 
signed this program, the better of course 
for the bank. 

In the immortal “Pickwick Papers,” the 
use of a blue painted lion as a sign for a 
tavern is commented on thus by the author: 
“An object very common in art but rarely 
met with in nature.” The investment policy 
of a bank should be something more than 
a “blue painted lion.” It should be real, 
and not imaginary; it should exist in bank 
nature as well as in theoretic art. 

Regarding proper allocation of resources 
to cash, “secondary reserve,” “real estate 
mortgages,” etc. 

A cash reserve, including cash on hand 
and “due from banks” of 12 per cent of 
deposits, supported by a secondary reserve 
of 10 to 15 per cent invested in United 
States obligations, or municipal issues of 
high marketability, appears to me to be about 
right. At all events, it has been found suf- 
ficient in the case of my own institution 
throughout a period of fifty-four years, 
during which time all withdrawals have been 
honored on demand. In short time paper, 
running say ninety days to six months, 10 
to 15 per cent seems advisable. I would 
suggest 15 to 20 per cent invested in muni- 
cipals, public utility, and railroad bonds of 
good standing and marketability. Fifty to 
60 per cent in real estate mortgages is con- 
servative. If supported with a strong line 
of United States obligations and high class 
municipals, a limit of 70 per cent is found 
from experience safe. 

Quoting from a sound writer: 

“Determination of a bank’s investments 
must be made by the banker, and not by his 
customers. A steam engine owner must 
regulate his business by the capacity of his 
engine. Should he attempt to regulate it 
by the demands and needs of his customers, 
he would probably burst his boiler. A ship 
owner must regulate his freight by the 
tonnage of the vessel—to give heed to the 
necessities of forwarders would sink the 
ship. So every bank possesses a definite 
capacity for expansion. If it undertakes to 
regulate its expansion by customers’ wants, 

(Continued on page 292) 


AMERICAN BANKERS ASSOCIATION JOURNAL October, 1925 


© Underwood & Underwood 


GEORGE F. BAKER 


Lone Surviving Founder, American Bankers Association 


220 
4 
ame 
— 
i 
& 
4, 
ate 


Geo. F. Baker, One of the Founders 


Ovation Given Venerated Banker, Who Was First Treasurer 


of the American Bankers Association. 


President Knox Ac- 


claims Him as Past Master in Now Almost Lost Art of Silence. 
Has Played Vastly Important Part in Development of Country. 


O résumé of the events in the finan- 
N= history of the United States 

during the past fifty years would be 
adequate without taking cognizance of the 
part that George F. Baker has had in shap- 
ing them. His name has been intertwined 
with the industrial development of the na- 
‘tion for more than sixty years and there 
probably has not been a major operation in 
finance conducted without his counsel or 
participation. 

How long he has been a notable figure in 
American banking was forcibly recalled at 
Atlantic City when the venerable head of the 
First National Bank of New York appeared 
.at the convention that marked the completion 
of fifty years of service in the history of the 
American Bankers Association. For Mr. 
Baker was the one survivor of seventeen 
bankers, who gathered in the rooms of the 
long-past dismantled Barnum’s Hotel in New 
York City on a sparkling day in May of 
1875, and laid the plans for organizing the 
bankers of the United States into a national 
association to promote the welfare of the 
public and to afford a dependable financial 
system. 


R. BAKER appeared at the second 

general session of the Association. 
He was welcomed to the platform by Presi- 
dent Knox, who recalled that Mr. Baker was 
one of the founders of the American Bank- 
ers Association. “Through all the years, he 
has kept his interest, although he has not al- 
ways been able to be with us,” Mr. Knox 
said, “but today he has come to show by his 
presence that he is still interested, and we 
feel the honor deeply.” 

The convention rose to its feet and 
warmly applauded the distinguished banker. 
The ovation had not subsided when Mr. 
Baker, with a show of emotion, expressed 
his gratitude for the reception. “I can’t 
make a speech to you, but I do want to 
thank you very much,” he said. 

Good humored chuckles were heard in all 
parts of the auditorium as Mr. Knox ob- 
served: “Mr. Baker is a past master in the 


now almost lost art of silence—reticence. He 


does not make speeches. He thanks you, 
however, from the bottom of his heart.” 


R. BAKER was one of the founding 

members who foresaw the benefits that 
would be derived from an organized bank- 
ing. Indeed, the immediate motive that led 
to the formation of the Association was the 
desire to prevent the recurrence of such a 
panic as had been witnessed in 1873. 

Mr. Baker took a particularly active part 
in the Association during its early years. He 
was elected to be the first treasurer, and it 
devolved upon him to send out, on receipt 
of the $10 fee, the first certificates of mem- 
bership in the Association. At that time Mr. 


Baker was cashier of the First National 
Bank when it was located on lower Broad- 
way near Wall Street. Many times, since 
those rude days, the benefit of Mr. Baker’s 
counsel has been sought to guide banking 
along the right course. 

Secretary of the Treasury Mellon, upon 
the occasion of the testimonial dinner tend- 
ered to the venerated banker by the Metro- 
politan bankers, characterized Mr. Baker as 
being “primarily a builder and a believer 
that real success comes from making others 
successful.” Recounting how staunchly he 
had always stood by the treasury through 
its long career, how he had participated in 
the building of America industrially and 
how valuable his counsel had been in the 
meeting of great difficulties, Mr. Mellon said 
that there were certain outstanding features 
in his character—courage, constructive abil- 
ity, confidence in the working-out of right 
ideas—that combined with his full life of 
experience made the soundness of his judg- 
ment “unsurpassed.” Indeed, the head of 
the treasury declared that his character had 
exerted “an incalculable influence in the 
forming of our country’s ideals.” As an in- 
dication of how staunchly Mr. Baker’s bank 
has supported government financing, Mr. 
Mellon announced that its subscriptions to 
Federal issues since 1917 amounted to 


$3,364,000,000. 


H*? it not been for government finance, 
Mr. Baker might never have become a 
banker in the American financial center. 
After leaving Seward University, a small 
boarding school in New York state, as a 
youth of sixteen, he served as private secre- 
tary to William Seward in Washington. 
Later, he became a clerk in the State Bank- 
ing Department of New York at a salary of 
$500 a year. For seven years he worked in 
the banking department and it is said that 
he became known as the best informed clerk 
in the department. 

In 1863, Secretary of the Treasury Salmon 
P. Chase conceived the idea of bolstering up 
the credit of the United States by selling 
government bonds which might be used to 
support the issuance of national bank notes. 
Mr. Baker, then a clerk in the State Banking 
Department, was highly interested in the 
proposal and had discussed the matter with 
a Mr. Thompson, one of the financial leaders 
in New York, who was conducting with his 
two sons a brokerage office on Wall Street. 
The views expressed by Mr. Baker played 
a large part in influencing the financier to 
seek a charter to start one of the new na- 
tional banks, so he telegraphed Mr. Baker 
and offered him a position of teller as well 
as stock in the new bank. Mr. Baker left 
Albany, invested his accumulated savings in 
thirty shares of stock in the First National 
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Bank of New York and gradually moved up 
from position to position, until he became 
head of the great bank. 

The story is told of how, as a young man 
of twenty-five, Mr. Baker was summoned to 
Washington by the Secretary of the Treas- 
ury to give advice as to how the bonds might 
be more widely sold. 

From that time on, Mr. Baker has played 
a major role in virtually every big financial 
operation and has been a predominant figure 
in bringing about order out of chaos when 
panics swept over the country. From the 
time of the panic of 1873, the first financial 
storm that he weathered, Mr. Baker has al- 
ways insisted that any panic might be 
averted if the banks, instead of becoming 
alarmed and hoarding their resources, would 
pay them out. 


R. BAKER has been identified as a 

builder of railroads, in a financial way, 
for more than forty years. In 1882 he 
acquired, with a group, the Richmond & 
Danville Railroad, which ultimately went in 
as part of the Southern Railway, and since 
that time he has bought the control of other 
railroad systems. Secretary Mellon recalls 
how “through the bitterest years of railroad 
baiting, Mr. Baker did not lose his faith that 
the railroads would come again into their 
own as the most essential part of the indus- 
trial structure of America.” 

And, with the further industrial develop- 
ment of the United States, Mr. Baker was 
one of the big financiers who directed the 
investment of millions into the ventures that 
made America great. J. P. Morgan not long 
ago related how heavily his father had 
leaned upon Mr. Baker for advice. Indeed, 
Thomas W. Lamont, of J. P. Morgan & Co., 
tells the story of how, whenever the late Mr. 
Morgan prepared to go away, he always left 
as a parting injunction the advice that when- 
ever the partners were puzzled and did not 
know what to do, they should “go to Mr. 
Baker and abide by what he says.” 


URING the last few years, Mr. Baker 

has not been as active as in former 
years but he has never been out of touch 
with events in the financial world. A part 
of the large fortune that he has amassed 
has been distributed in gifts to various in- 
stitutions, his last gift being a $5,000,000 
contribution to Harvard University to assist 
in building up its courses in business ad- 
ministration. 

During the war, Mr. Baker made gifts 
amounting to $2,000,000 to the Red Cross 
and among his other public benefactions are 
the gift of the student dormitory and chemi- 
cal laboratory to Cornell University and a 
thirty-acre athletic field to Columbia Uni- 
versity. 
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By FRANK P. BENNETT, JR. 


Editor, United States Investor 


Some Associations Make Practice of Paying Out Deposits On 


The Building @ Loan Competition 


Demand Without Maintaining Reserves or Diversifying Invest- 


ments. 


HERE is far more difference in 
quality and in methods between dif- 
ferent groups of building and loan 
associations than between different 
groups of banks. Some of the building and 
loan associations of Ohio, for example, are 
very unlike the cooperative banks of Massa- 
chusetts, although the two join in the same 
national association. The Ohio organizations 
have been discontent with the original idea 
of bringing men and women together, in 
self-help clubs for saving and home buying, 
and have reached out and claimed for their 
own, certain privileges and activities that 
have belonged, in the past, solely to the 
banks. The cooperative banks of Massachu- 
setts, on the other hand, have departed but 
little from the original idea and show little 
desire for a wider scope of action. 
Probably in this difference between the 
vaulting ambitions of part of the Ohio 
building and loan men and the more conserv- 
ative policy of the Massachusetts organiza- 
tions is to be found a complete explanation 
for both the chorus of complaint which one 
hears from the banks of Ohio and the very 
cordial feeling which exists between the co- 
operative banks of Massachusetts and every 
other type of bank. In the one state the 
growth of the building and loan associations 
is regarded by the banks with disgust and 
even with dismay, the methods of the as- 
sociations are freely, and: at times bitterly, 
criticised, and a pilgrimage by the banks to 
the legislature, with requests for more 
vigorous laws and more thorough super- 
vision, is a regular occurrence. In the 
other state the growth of the cooperative 
banks is regarded rather with favor than 
otherwise by everybody, there is almost no 
criticism of methods, and the banks make 
no pilgrimages to the legislature with com- 
plaints at competition from this quarter. 


Problem Is Not Local 


BY this concrete example the complex 
racter of the building and loan problem 
is made clear. If the bankers of Ohio were 
asked whether the banks might justly com- 
plain at the competition of building and loan 
associations as now conducted, their answer 
would be almost unanimous in the affirma- 
tive. If the bank men of Massachusetts 
were to answer the same question, it is quite 
likely that the majority voice would answer 
in the negative. This might seem to indi- 
cate that the problem of the building and 
loan association is not national, but is con- 
fined to Ohio, Indiana, Pennsylvania, New 
Jersey, and to those other states where the 
earlier principles of building and loan con- 
duct are being laid aside and more am- 


bitious programs are being substituted. 
That is a mistaken impression. The problem 
cannot be left to local action. The small 
progress which the Ohio and Indiana banks, 
for example, have made in their efforts to 
improve matters through state legislation 
indicates that they must make common cause 
with the banks in other states which have 
similar reason for complaint. Moreover, the 
prospect that the newer and more radical 
type of association will spread, even into 
those states where the original idea of the 
self-help club is still religiously preserved, 
gives the banks of those states the right to 
join in a discussion of the problem. 

At the very outset, the idea should be 
abandoned that the rapid spread of the build- 
ing and loan movement, and the huge size 
which the movement has attained, are neces- 
sarily to be deplored. Of course, it is not 
pleasant for a savings bank man to see mil- 
lions of dollars piling up elsewhere, which 
might have been deposited in savings banks, 
if building and loan associations did not 
exist, or if such associations had remained 
forever in the category of tiny savings 
clubs. 


The Strides Made 


HE Comptroller of the Currency says 
that there are some 10,700 building and 
loan associations, with something like 7,- 
200,000 members and with very nearly 
$4,000,000,000 of assets. He adds that they 
have obtained about one-ninth of all this 
membership and one-sixth of all these mil- 
lions of dollars in the single year that is 
covered by his latest report. The figures 
take on a very vivid appearance when con- 
trasted with what the banks were accom- 
plishing during the same twelve months. 
The combined gain of all the national banks 
in savings deposits was less, although these 
banks must be aided in their popular appeal 
by their relations with the national govern- 
ment and their record of more than half a 
century of sound and successful operation. 
The state banks and trust companies, it is 
true, gained rather more in savings deposits 
than the building and loan associations, the 
ratio being something like $820,000,000 for 
the banks and trust companies to the $600,- 
000,000 of the associations, but this gain of 
the banks and trust companies who are some 
21,000 in number as against the less than 
11,000 building and loan associations, and 
who have generations of public confidence 
behind them, is not so sensational as the 
fact that a group of associations, enjoying 
small prestige only a generation back, seems 
now to be overhauling them rapidly. 
If there is something impressive in the 
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Unload Their Reserve Burdens on Banks, Given 
Preferential Treatment by States in Taxation and Regulation. 


growth of building and loan associations in 
the country as a whole, then there is some- 
thing distinctly sensational in the figures 
that come from some of our states. The 
group of states that stretches from Sandy 
Hook to Lake Michigan—New Jersey, 
Pennsylvania, Ohio and Indiana—is the very 
industrial backbone of the United States. 
No other section is of greater importance in 
manufacturing and none contains more of 
that element in our population which pro- 
vides the bulk of our savings deposits, name- 
ly, the industrial employees. 

The growth of the building and loan as- 
sociations within those four states and the 
extent to which they are outstripping the 
banks in the race for deposits are amazing. 
In the year covered by the comptroller’s 
report, the building and loan associations 
reached a total of almost 4,000,000 for their 
membership in those states, while the whole 
number of people carrying savings accounts 
in the national banks of those four states was 
only a little over 3,000,000. The assets of 
the associations mounted to nearly $2,000,- 


000,000, while the total savings deposits in - 


national banks of the same states were less 
than $1,300,000,000. My figures for state 
banks and trust companies are less complete, 
but I have no doubt that with proper 
analysis these would add to rather than sub- 
tract from the sensational showing which 
the building and loan associations are mak- 
ing. 


Foreshadowing Further Gains 


HAT the associations have accom- 
plished in these four states must be 
regarded as an indication of what they will 
presently be doing in every corner of this 
country. They are propagandists by nature. 
Heretics or not, they have the spirit of 
apostles. They believe that one of their 
duties is to make their movement spread in 
every direction and into every corner. 
Figures from states outside this belt show 
the progress of this apostleship. In Wis- 
consin, for example, the associations gained 
$21,000,000 in this same year, while the state 
banks were gaining only $8,000,000; in 
Louisiana the associations gained $18,000,000 
while the state banks were gaining $6,000,- 
000. In Washington, away out on the 
Pacific Coast, the associations put on 43,216 
members during this year while the national 
banks were gaining only 22,482 new savings 
accounts; in Nebraska, the associations put 
on 19,544 members while the national banks 
were gaining 23,483 of savings accounts. 
That is not so disturbing except that the 
Washington figures from a typical Pacific 
state and the Nebraska figures from the 
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Central West show that every section of 
the country is recording important gains for 
the associations. It is the Indiana figures 
that rather takes one’s breath away, for in 
this same year covered by the comptroller’s 
report, while the state banks were gaining 
$10,000,000 in savings deposits the building 
and loan associations gained $27,000,000 in 
assets, and these same associations gained 
27,276 in members while the national banks 
actually lost nearly 10,000 of savings ac- 
counts. According to recent figures, out of 
every three new savers in Indiana two go to 
associations and only one to the banks. 

One might go on by the hour piling up 
the evidence that the associations are gaining 
in membership and assets at race horse speed. 
Not very much can be learned from a study 
of mere bigness, but these figures do prove, 
of course, that the building and loan move- 
ment is no longer in need of that tender 
maternal care by the state, for which its 
advocates still whine, lest the building and 
loan idea be stifled in its cradle or ham- 
strung by cruel enemies before it can reach 
maturity. The figures clearly prove that the 
movement is fully mature and quite capable 
of taking care of itself. Leaders of the 
movement make themselves grotesque when 
they picture the associations in the role of 
little Red Riding Hood in constant danger 
from the wolf-like characteristics of their 
competitors, the banks. Sooner or later the 
public will indicate that it is quite aware 
of the grotesqueness of this representation. 
So far as the figures have any sinister 
aspect it is to be found in the fact that part 
of this growth results from methods and 
conditions that are themselves sinister. To 
at least some extent, associations are pros- 
pering because they have flung sound bank- 
ing principles into the discard and because 
they have taken full advantage of lax state 
laws and lax state supervision to do things 
that they ought not to do. For the building 
and loan association that still adheres to the 
original idea of the self-help club for saving 
and home buying, and shapes its course ac- 
cordingly, I apprehend that few bankers 
have any but the kindliest feelings. For that 
more recent development, the institution of 
Ohio and Indiana and some other states that 
seeks to enjoy more of the privileges of an 
ordinary bank but is unwilling to respect 
the lessons which banks have learned from 
a century of experience and even expects the 
banks to shield it from the consequences of 
its own reckless conduct, the bankers of this 
country have a just cause for complaint. 
In so doing they are speaking quite as much 
for the welfare of the general public as in 
defense of their own rights. 


How They Won Patronage 


HE influences that have been most ef- 

fective in getting patronage for institu- 
tions of this Ohio and Indiana type are 
three: A higher rate of interest than banks 
can afford to pay; a good deal of advertis- 
ing which is sometimes distinctly misleading, 
and a widespread impression among savers 
that there is little or no difference between 
money in a building and loan association and 
savings deposits payable on demand at a 
bank. None of these influences could have 
accomplished the result alone. The higher 
rate of interest would have had little effect 
if this notion had not become widespread, 


that money placed in an association and 
money deposited in a bank are one and the 
same thing. If the public mind had not 
been educated by a century of good be- 
havior on the part of savings banks to have 
absolute confidence in them, then the build- 
ing and loan associations could never have 
flourished to any remarkable degree. No 
group of men could ever quote with greater 
reason than building and loan men the 
words of the prophet: “Others have labored 
and we have entered into their labors.” 
Because the public has been won by the 
conduct and character of the savings banks 
into implicit faith in them and because it 
imagines that building and loan associations 
are not different in quality, the public has 
poured its funds into these associations with 
almost equal confidence. It thinks that these 
associations operate under equally exacting 
laws and are subject to equally drastic over- 
sight by the state. It thinks that the same 
quality of investments are made by the as- 
sociations and that the managements are 
watched and coerced into the straight and 
narrow path by state authorities, exactly as 
are the managements of the savings banks. 
It likewise thinks that through thick and 
thin, in time of prosperity and in time of 
terrible financial stress, savers can present 
their books at the building and loan associa- 
tions and draw out their funds instantly 
just as they can do at the savings bank. 
These notions, plus the higher rate of in- 
terest, plus advertising that deliberately 
fosters these inaccurate notions, are the 
combination that have produced the huge re- 
sults for the building and loan associations 
and have caused severe criticism from among 
the banks. 


Public Is Misled 


OR these notions are inaccurate. The 

preparation of the building and loan as- 
sociations for paying funds back on demand 
is far too meagre. Experience of the banks 
with savings for more than one hundred 
years unites with a long list of state and 
national laws relative to reserves as testi- 
mony in support of this charge. The statutes 
that require substantial amounts of cash 
and quickly marketable securities in every 
savings bank vault as reserves for meeting 
savers’ cemands do not represent mere 
whims of the lawmakers. The savings bank 
men of the country, chastened by stern ex- 
perience, have joined with the lawmakers 
in approval of these statutes. There is no 
joy for the savings bank man in keeping 
huge sums of cash in idleness that might 
be earning a substantial income, or in placing 
other large sums in securities that are 
quickly marketable and therefore bear low 
rates of interest. But they do both of these 
things and they favor laws that require them 
to punish themselves in this fashion, and 
their sole reason for doing so is that they 
know that any other policy is unfair to 
savers. 

When a saver wishes his money back he 
must receive cash. He cannot be asked to 
take this bond or that mortgage instead. 
Neither can he in fairness be asked to wait 
for his money. Only by having ample cash 
or quickly salable securities on hand can an 
institution play fair with its patrons. 
Therefore, to the extent that building and 
loan associations are receiving funds that 


are by general understanding payable on de- 
mand, they ought to observe the laws and 
respect the experience that govern savings 
banks under like conditions. 

In Ohio, for instance, where hundreds of 
millions of dollars have been received by 
the building and loan associations as de- 
posits, pure and simple (not as payments 
for shares at all), the need for proper 
reserve laws would seem to be beyond dis- 
pute, unless every state in this Union that 
requires reserves against savings deposits in 
other institutions is utterly mistaken. In 
Indiana, where millions of dollars of paid- 
up shares have been bought by savers, under 
the impression that they can have their 
money back on demand, the case for proper 
reserves is no less clear. Even in so con- 
servative a state as New Jersey, or Massa- 
chusetts, where the paid-up share is being 
purchased somewhat extensively, under the 
impression that the money can always be 
taken back in the twinkling of an eye, the 
lack of cash reserves or their equivalent 
calls for attention. 

Instances are rather frequent of associa- 
tions that have built up a great mass of 
demand liabilities and yet have invested 
from 90 to 98 per cent of all of their funds 
in real estate mortgages. Either the state 
law which forbids banks to invest savings 
deposits in similar fashion is thoroughly 
unfair, or that law should be made to apply 
to all demand obligations whether in sav- 
ings banks or in associations. The present 
discrimination between demand obligations 
of banks and what are in essence demand 
obligations of building and loan associations 
has no sound basis. 


No Reserve Required 


PARTICULARLY irritating feature of 

the case is that this very freedom from 
reserve requirements, from having to keep 
a lot of cash in idleness, and a lot of other 
funds in relatively unprofitable investments, 
is one big factor in enabling associations to 
pay higher rates of interest than banks can 
afford to pay. The advertising of the as- 
sociations is sometimes deliberately mislead- 
ing on this subject. It creates the impres- 
sion that the banks pay only 4 per cent or 
thereabouts because they are selfish, while 
the associations pay 6 per cent or even more 
because they are less sordid. That is, of 
course, unfair and untrue. Grant, if you 
will, what none of us believes for an in- 
stant, that something in the very nature of 
the bank makes its management avaricious, 
while something in the nature of the build- 
ing and loan association converts mortal 
man into something little lower than the 
angels. Even then, competition of the banks 
with each other and with these generous as- 
sociations would force banks to give de- 
positors just as high an interest rate as any 
bank can afford. 

Many a bank, badgered almost beyond 
endurance by the competition of a 6 per cent 
building and loan association, would meet 
that rate if this were possible. The bank 
pays only 4 per cent primarily because the 
laws and the dictates of sound banking com- 
pel it to put only part of its funds into 6 
per cent investments; part into investments 
that pay 5 per cent or even less, and part 
into cash that pays no interest at all. The 

(Continued on page 287) 
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Community Trust Administration 


ECOGNITION of the _ increasing 
importance of the community trust 
was given by the American Bankers 

Association at the Atlantic City convention 
when a special conference on community 
trusts was held under the auspices of the 
Trust Company Division. 

The community trust has made sufficient 
headway in the United States, Frank J. 
Parsons, vice president of the United States 
Mortgage & Trust Company of New York 
who served as Chairman, said, to change the 
dominant problems of this new agency from 
those of promotion and development to that 
of administration. There are now fifty- 
seven community ‘trusts in existence and, 
during the past few months, there have 
been some notable accretions to the funds 
being administered by these trusts. The 
conference dealt primarily with the prob- 
lems that were arising in the actual admin- 
istration and the questions of how best to 
proceed in securing trusts. 


§ een best way to advertise the community 
trust is to do something worth while that 
the community needs, that the people will 
take an interest in and which can be done 
promptly, vigorously and well, according to 
Col. F. H. Fries, president of the Wachovia 
Bank & Trust Company of Winston-Salem, 
N. C. There is no need for impatience over 
the growth of the community trust, he re- 
marked, because it has grown five times as 
fast as did the trust companies during their 
early years. During the first eleven years, 
fifty-seven community trusts have been or- 
ganized, he reported. 

The great difficulty in the various methods 
employed to promote the community trusts 
is the lack of money for advertising, Col. 
Fries said. In some cities, this difficulty has 
been avoided by soliciting voluntary sub- 
scriptions to meet these initial expenses. As 
a suggestion of a plan that will arouse wide- 
spread public interest, he suggested that it 
would be the part of wisdom to single out 
the one special need of the community and 
push that cause vigorously to a definite con- 
clusion. This is the best way to advertise 
the community trust to bring about the in- 
terest and support of the public, he main- 
tained. 


W HILE the general supposition is that 
most charitable endowment gifts come 
through bequests, this belief was jolted when 
Frank D. Loomis, secretary of the Chicago 
Community Trust said that all except $70,- 
000 of its $3,000,000 fund had come in the 


form of living trusts. This, he said, should 
stimulate the community trusts to seek gifts 
from wealthy people while they live, rather 
than to wait until they die. 

He discussed the best methods for secur- 
ing gifts under wills or living trusts, and 
emphasized the necessity for impressing the 
individual that, whether he wishes to con- 
tribute for particular institutions or for the 
general good, the community trust plan of- 
fers not only increased efficiency and larger 
benefits than old methods: but greater re- 


nown and personal satisfaction. There is 
a wide choice of methods to be used in ob- 
taining publicity for the community trust 
idea, he reported, but suggested that the 
pivotal importance of the lawyer and the 
trust officer in the development of the trust 
could not be over-emphasized. 


HE wise distribution of the income from 

undesignated gifts is primarily to keep 
the distribution flexible so that the income 
may be applied from time to time where it 
is most needed, Charles M. Rogerson, secre- 
tary of the Permanent Charity Fund of Bos- 
ton, stated in a paper that was read by Mr. 
Parsons. The income should for the most 
part be used to carry on needed charitable 
work, rather than be given for permanent or 
capital purposes, he counseled. Studies and 
surveys should be undertaken only where the 
cooperation of the individual organization 
concerned is so assured, and consideration 
and probable adoption of the recommenda- 
tion so agreed to, that the study or survey 
has an immediate effect upon the conduct 
oi charitable work. 

These are the cardinal principles, in his 
opinion, upon which a distribution commit- 
tee in any community should be able to work 
out the details of distributing the income 
from undesignated gifts to satisfy the givers, 
the charitable organizations and the com- 
munity as well. 


HE taxation problems that confront the 
community trusts in connection with 
gifts were reviewed by William Greenough, 
counsel for the New York Community 
Trust. He recounted how, until the passage 
of the Revenue Act of 1921, the Treasury 


A group of convention visitors. Left 

to right—J. E. Lebkicher, Cashier of 

Keystone National Bank of Reading; 

M. E. Donough, Cashier, Peoples Na- 

tional Bank of Lebanon; Albert Mey- 
bert, New York City 
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had always held that contributions to a trust 
company, even though it was one of the 
trustees for a community trust, were not 
exempt from taxation or deductible in the 
return of the donor for the reason that the 
gifts were really made in trust to a corpo- 
ration not organized or operated exclusively 
for charitable purposes. | When hearings 
were being held at Washington in connec- 
tion with the proposed Revenue Act of 1921, 
representatives of the community trusts ap- 
peared to inform the Federal legislators of 
the purposes and structure of these trusts 
to the end that, when the tax laws were 
framed, gifts to community trusts would be 
given the same exemptions from taxation as 
were accorded to those given to other char- 
itable, philanthropic and educational organi- 
zations. 

While the Revenue Act did not contain 
the exact wording sought, it was felt that 
the substance of the legislation would have 
the same effect. In 1923, however, the Soli- 
citor of the Internal Revenue Department 
handed down a decision holding that “the 
term ‘community’ obviously refers to the 
manner of creation of the fund rather than 
to the manner of distribution thereof, and 
it is clear that the exemption provision is 
designed to include a trust, or fund, or 
foundation, only in the event that it is 
created by some community as distinguished 
from some individual.” This interpretation, 
being so wholly contrary to the intention of 
Congress at the time the amendment of 1921 
was adopted, caused fears to be raised, Mr. 
Greenough said, that another opinion might 
be handed down holding the income of com- 
munity trusts not exempt from taxation be- 
cause the existing trusts did not meet the 
Solicitor’s definition. Mr. Greenough said 
that later Dr. Adams, the Treasury’s expert, 
wrote him stating that “the interpretation 
of the meaning of the term ‘community 
chest’ accepted by the Solicitor, seems to me 
in direct conflict with the obvious and ac- 
cepted understanding of that term.” 


latest decision of commanding in- 
terest, he said, was that in which it was 
held that an ordinary trust created by will 
to be operated solely for charitable and edu- 
cational purposes was not exempt from in- 
come taxation under the Revenue Acts of 
1918, 1921 and 1924, but that under the 
Revenue Act of 1924 such a trust may de- 
duct income that is to be used exclusively 
for religious, charitable, scientific, literary 
or educational purposes. Mr. Greenough 
said that he would not quarrel with this de- 
cision, except on the _ interpretation that 
“community” describes the manner of crea- 
tion and not the manner of distribution of 
the fund. 

The value of community trust affiliations 
to the trustee was discussed by Carlton K. 
Matson, Director of the Cleveland Founda- 
tion, while Ralph Hayes, Director of the 
New York Community Trust, related how 
this agency is reshaping philanthropie habits 
in providing the solution for tired endow- 
ments. 
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National Bank Division 


Perpetuation of Federal Reserve Act in Substantially Its Present 


Basic Form Desirable. 


Modernization of National Bank Act 


Needed. Little Justification for Withdrawing Bank Note Circu- 


lation Privilege. 


HE National Bank Division went on 

record at its annual meeting, through 

the adoption of resolutions, for the 
moderization of the National Bank Act and 
called upon the full strength of its member- 
ship to support its effort to preserve the 
National Banking System “as a potent force 
in our industrial and civic life.” 

Another resolution, on the Federal Reserve 
System read: 

“In its eleventh year of notable usefulness 
the Federal Reserve System stands as a 
monument on the highway of 
American finance. Without it 
our nation would be groping still 
for the stability which has come 
into our financial system. We 
recall the difficulties which the 
Reserve System was designed to 
correct, and we realize its com- 
plete mastery over those prob- 
fems. We feel that our country 
is forever freed from the money 
disturbances which formerly 
were visited upon it—that an 
adequate unifying and coordinat- 
ing force has supplanted the un- 
scientific and wholly ineffective 
machinery of earlier years. 

“What we must be concerned 
with now is the preservation and 
the improvement of the System. 
Notwithstanding the gratifying 
total of its accomplishments, still 
it is susceptible to further refine- 
ments. Efforts to change it will 
be made from time to time and 
we must be alert to test the wis- 
dom of the proposals and to pro- 
tect the System against those 
who would curtail its efficiency. 
Its basic principles are unques- 
tionably sound and its preserva- 
tion in substantially its present 
form is essential, 

“The National Bank Division 
of the American Bankers Asso- 
ciation reaffirms its faith in the 
Federal Reserve and repledges its 
support to any movement which 
will add to the effectiveness of 
that System which is already 
recognized as the _ greatest 
stabilizing influence exerted in 
finance.” 


THIRD resolution, dealing with national 
bank circulation, was as follows: 

“No lessening of the desirability of na- 
tional bank circulation and of its importance 
in American finance has followed the cur- 
tailment of its volume. The National Bank 
Division proclaims again its advocacy of the 
retention of such currency and calls upon 
the Federal Government to treat it with the 


same business acumen as determines its 
position on other financial questions.” 

The resolutions were drafted by a com- 
mittee composed of H. A. Miller, Fred 
Brown and J. R. Downing. 

The committee on nominations, consisting 
of John G. Lonsdale, chairman; Edward S. 
Bice and E. J. Weiser, named the following 
officers, the report being adopted and the 
officers duly installed: 

President—W. C. Wilkinson, president, 
Merchants and Farmers National Bank, 


W. C. WILKINSON 
President, National Bank Division 


Charlotte, North Carolina. 
Vice-president—Charles W. Carey, presi- 
dent, First National Bank, Wichita, Kansas. 
Executive committee—Federal Reserve 
District No. 3, H. J. Haas, vice-president, 
First National Bank, Philadelphia, Pa.; 
Federal Reserve District No. 6, Charles B. 
Lewis, president, Fourth National Bank, 
Macon, Ga.; Federal Reserve District No. 4, 
R. D. Sneath, president, Commercial Na- 
tional Bank, Tiffin, Ohio; Federal Reserve 


Wilkinson Succeeds Mattson as President. 


District No. 9, E. J. Weiser, president, First 
National Bank, Fargo, N. D.; Federal Re- 
serve District No. 10, T. J. Hartman, presi- 
dent, Producers’ National Bank, Tulsa, 
Okla. 


President’s Address 


annual address of the president, 
Edgar L. Mattson, follows: 

The charter period of the Federal Re- 
serve System has more than half run its 
course and it will soon be neces- 
sary for the people of this coun- 
try to decide what shall be done 
about the future of what is con- 
ceded to be the most scientific 
banking system that has yet been 
devised. 

Its creation gave opportunity 
for the development of a sound 
American banking policy, the mo- 
bilization of a gold reserve, and 
welded into one serviceable unit 
the banking power of the coun- 
try. At the very beginning, put 
to severe tests by reason of the 
war with its most extraordinary 
requirements, it met every neces- 
sity; without it this nation 
would have suffered immeasur- 
ably. 

Free from political interfer- 
ence and managed by competent 
and experienced business men 
and bankers in the interests of 
the country as a whole, it has 
revealed no marked defects in 
its structure, is admittedly cor- 
rect in principle and its perpetua- 
tion substantially in its present 
basic form is desirable; at the 
same time we should not shut 
our eyes to the possibility of its 
improvement. 


i Perfecting the System 


HE feeling that perhaps 

some changes can be made 
which will be helpful has already 
set in motion the machinery for 
an exhaustive and unbiased study. 
To develop to a point as near 
perfection as possible the one financial sys- 
tem which is already recognized through 
the world as the most scientific and the 
most resourceful, is the purpose of that 
movement. The interest which each one of 
us has in the preservation of the system 
should call forth our very best efforts to 
the end that no backward step may be taken. 
We must guard zealously against every 
movement which might impair its efficiency. 
No less binding than the requirement that 
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we uphold the solidarity of our country 
itself is our responsibility for the main- 
tenance and the betterment of the Federal 
Reserve System. 

I feel that I can appropriately quote the 
words of President Coolidge, who about a 
year ago said: “That the business of the 
country has been able, after the disorganiz- 
ing influence of war, to adjust itself so 
readily to the new conditions and prepare a 
sound basis for orderly development is due 
in no small measure to the stabilizing in- 
fluence of the Federal Reserve System. 
While the credit and currency systems of 
many countries have remained since the war 
in a state of chaos and instability which is 
deadly to economic development, our own 
country has already made the necessary re- 
adjustments and reached a degree of strength 
and stability that insures healthful business 
expansion.” 

By reason of compulsory membership the 
national banks of the country, eight thou- 
sand in number, with capital, surplus and 
undivided profits of three billion dollars and 
resources of over twenty-four billion dollars 
are the backbone of the system comprising 
84 per cent of the membership. Upon the 
future of the national banks depends the 
future of the Federal Reserve System. 

The national banks were never in a 
stronger position than they are in today 
and their soundness and stability are un- 
questioned. Management was never more 
capable or more thorough and good-will 
never more widely manifest. They enjoy a 
prestige and a confidence which is recognized 
by all. Within the last year a new high 
mark for resources has been established. 


Nationals Need Further 
Refinements 


N the field of commercial banking, with 

the exception of a few desirable refine- 
ments, the national banking system offers 
everything that the conduct of trade and 
commerce demand. However, in this age of 
diversified business and complex organiza- 
tions commercial banking facilities alone 
are not a sufficient aid to the life and pro- 
gress of a community. Whether more than 
one of the several kinds of banking included 
in the entire field should be performed by a 
single institution is a question of no im- 
mediate or practical importance. Banking 
with its several departments is already a 
fixture in our financial system. The Na- 
tional bank performs more than one feature 
of bank work, but it is still under the handi- 
cap of limitations out of harmony with 
business and social requirements. 

The national bank has launched its savings 
department. Thus it is able to offer to its 
patrons a service which theretofore they 
were compelled to go elsewhere to find. It 
was the first national bank step in the move- 
ment to marshal under one charter and 
under one roof the several banking facilities 
to which the public is entitled. The addi- 
tion of this department proved to be a tre- 
mendous advantage to bank patrons and 
saved the system from a further relative 
decline. It served to show the possibilities 
of a broader policy and it emphasizes the 
need of still further liberalization. 

Likewise, it has successfully entered the 
field of the fiduciary. In the Division’s ef- 
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forts to stimulate interest in this work and 
to aid in the installation and operation of 
trust departments, it has touched a respon- 
sive chord and the possibilities of that fea- 
ture of service are rapidly unfolding. Even 
here, though, a retarding force is found in 
the character of charter under which the 
banks operate. Perpetual trusts are becom- 
ing quite common and the view that they 
cannot be administered by banks operating 
under charters with definite expiration dates 
is a deterring factor. Its removal would not 
lessen in any degree the effect of the many 
safeguards thrown around National bank 
operations. Neither would the control and 
supervisory authority vested in the legisla- 
tive and the executive branches of the gov- 
ernment be relaxed thereby. The numerous 
advantages of a charter without time limita- 
tion and the complete absence of adverse 
possibilities, make it highly desirable that 
we work unreservedly for this charter 
amendment. 


Need More Privileges 


HERE are other changes, too, which 

should be effected. The most important 
of them are carried in that proposal with 
which all national bankers are familiar, but 
which failed of passage in the last session 
of Congress. 

It has the endorsement of our Association, 
contains sixteen. sections, the more impor- 
tant of which provide for consolidations, 
indeterminate charters, stock dividends, 
safe deposit business, loans on city real es- 
tate, dealing in investment securities and 
the regulating of branch banking. 

Unquestionably sound and workable, their 
necessity is proved by the numerous harmful 
restrictions encountered each day in na- 
tional bank management and the Division 
can do no greater service to its members 
than to strive earnestly and untiringly for 
their enactment. 

Congress has already given expression to 
its belief that the National Bank Act 
should be liberalized and modernized. The 
burden of securing favorable action now 
rests upon national bankers themselves, and 
it is the duty of national bankers to a¢- 
quaint their representatives in Congress 
with the terms of that measure in order 
that they may appreciate its purpose and 
that they may realize the dangers of fur- 
ther delay. An appeal for the enactment 
of such amendments is in nowise a selfish 
petition. It is a call for assistance to main- 
tain a tried and indispensable national 
asset. 


Want Currency Circulation 
Right 


A; its annual meeting one year ago, this 
Division listened to two splendid ad- 
dresses on national bank circulation and 
without dissent adopted a resolution call- 
ing upon the government to refrain from 
eliminating national bank notes from our 
currency system. However, steps had been 
taken previously looking to the retirement 
of the notes secured by 4 per cent bonds, and 
despite the petition and the favor expressed 
in administration circles for such circula- 
tion the bonds were called and the volume 
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of national bank notes was reduced $75,- 
000,000. It now stands at $648,000,000. 

National bank notes have been a feature 
of the national system continuously since 
its organization, and the privilege of issu- 
ing them has not been a gratuity. Banks 
have been formed under national charters 
and have issued circulation with the feel- 
ing that it was one of the rights vouchsafed 
to them and that it would endure so long 
as the system continued. They prize that 
privilege, and to have it withdrawn would 
be to remove another of the incentives for 
organizing a national bank. 

Whatever justification there was for re- 
deeming the 4 per cent circulation bonds 
must be found in the fact that money 
could be borrowed at a slightly lower rate. 
All notes outstanding now carry a 2 per 
cent rate and % of 1 per cent is returned 
to the government each year in the nature 
of a tax. Why should our government or 
any other organization redeem its bonds 
upon which money is costing only 1 and 
\Y% per cent and go into the open market 
and pay current rates for a like amount? 
The fondest hope that America indulges 
today is that taxes will be materially re- 
duced in the near future. How can we give 
approval to a plan which would force the 
government to redeem a large issue of 
bonds and then go into the open market and 
borrow the same amount of money and pay 
in interest each year $15,000,000 more than 
when borrowed on circulation bonds? 


Inelasticity Without 
Significance 


LE there is no monetary advantage in re- 
tiring national bank notes, the effort at 
justification fails entirely. The charge that 
they are inelastic is beside the question. It 
is admitted, but it cannot be contended that 
their usefulness is thereby lessened. Their 
inelasticity is entirely without significance. 
Our Federal Reserve currency was given 
us because it is elastic, and the relatively 
small volume of national bank notes rests 
completely hidden beneath the avalanche of 
Federal Reserve currency wholly uncon- 
_cerned with and unaffected by the contrac- 
tions and the expansions of the latter. 

Only one other point remains to be con- 
sidered. That is the safety of bond-secured 
circulation. No time needs be consumed in 
passing upon it. Even those who would 
have it abolished admit freely that the 
soundness of national bank circulation is 
unquestioned. It has served our govern- 
ment well in some of its trying periods, and 
the retention of it, supplemented by that 
now indispensable Federal Reserve currency, 
is a plan much more appealing than one 
which would depend upon the latter alone. 
National bank circulation belongs to na- 
tional banks, and if we would preserve it 
we must fight for it. 


To Determine a Bank’s Position 


N the course of an address on the mechan- 
ics of banking F. M. Law, vice-president 
of the First National Bank of Houston, 
Texas, said: 
“The responsible officers of a well man- 
aged bank must have an intimate knowledge 
(Concluded on page 299) 
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The Coming Reform in Taxation 


By JOHN Q. TILSON. 


Republican Floor Leader, House of Representatives 


Inordinately High Surtax and Unjustifiable Federal Inheritance 


Taxes Must Go. 
Being Supplanted by Other Levies. 
tution of Sales Tax. 


N the last analysis taxation consists in 

the taking from the individual citizen 

or subject a portion of his substance 

to defray the expense of running such 
governmental machinery as may be deemed 
necessary. More than any other one thing 
taxation is government, and whether the 
government is wise or unwise, sound or un- 
sound, is determined, more than by any 
other one thing, by the policy and method 
of taxation. 

One of the greatest difficulties encountered 
in wrestling with tax problems is the uni- 
versal desire and effort to get from under 
the final incidence of the tax. Naturally 
everyone tries to escape it, but it must fall 
somewhere. In fact, it falls very largely 
upon the ultimate consumer, and approxi- 
mately, though roughly, in proportion to the 
cost of the articles consumed. A writer in 
the time of Charles II of England wrote 
concerning the land tax, “It is not only the 
landlord pays, but every man who eats an 
egg or an onion of the growth of the lands, 
or who uses the help of an artisan, which 
feedeth on the same.” His conclusion was 
that the tax “doth ultimately fall on the 
consumptioners.” 


The Tax Is Passed On 


HE quaint language of this Seventeenth 

century writer expresses clearly the views 
of sound economists of every age who have 
studied the subject. In our vernacular we 
say the tax is passed on, and to be sure it 
is passed on whenever it can be done, so that 
in the last analysis, the ultimate consumer 
does pay. Right here lies the crux of the 
whole question of taxation, and the one 
most persistently misunderstood. It is easy 
to be deceived in regard to such a compli- 
cated question, and especially so when it is 
to the advantage of others better informed 
that people remain deceived. 

Under our Constitution, with its limited 
Federal powers and the simple governmental 
machinery with which it began operation, the 
expense of administering the government 


was for a long time so small, that the Fed- 


eral tax problem was a very simple one. 
With the exception of certain emergencies, 
such as the funding of the original war 
debt, and the financing of subsequent wars, 
the total amount of tax to be gathered for 
Federal purposes was for a century so small 
as to be comparatively negligible. We all 
recall the uproar throughout the country 
when a single Congress in two years appro- 
priated a billion dollars, and perhaps remem- 
ber Tom Reed’s answer that it was a billion 
dollar country. How paltry this sum seems 


Country Ready for 


now! It requires substantially this amount 
at present to pay the interest on the war 
debt alone, while at the outbreak of the 
World War our annual budget was only a 
billion dollars, including interest on the pub- 
lic debt. 

In the war and other emergencies referred 
to unusual forms of taxation were resorted 
to that were not used in normal peace times. 
Among these was the income tax of the 
Civil War, which was later held unconsti- 
tutional. Likewise, the inheritance tax which 
has been utilized only in cases of emergency, 
and heretofore has always been repealed 
after the passing of the emergency. Aside 
from these, customs duties and the tax on 
tobacco and beverages have usually supplied 
sufficient revenues in normal peace times, 
and this condition of affairs continued al- 
most down to the outbreak of the great War 
with Europe. 

Recall for a moment the situation just a 
dozen years ago. The income tax amend- 
ment to the Constitution had been recently 
adopted for the avowed purpose of being 
ready to meet any great emergency by tax- 
ing incomes whenever the magnitude of the 
emergency might require it, and it was not 
generally expected that it would be used ex- 
cept in great emergencies. The emergency 
came all too soon. The amendment had been 
ratified only a short time before the war 
began in Europe. Soon the exceptional con- 
ditions created by the war, the increased ex- 
penses of government and the decreased rev- 
enues, made it necessary in the opinion of 
those responsible at that time to impose an 
income tax. It should be noted in passing, 
however, that this tax was a very small one, 
being at the outset only one per cent. normal 
tax, with a very moderate surtax beginning 
with incomes of $20,000. 


The Rates Jump 


HEN the need for revenue became 

greater in 1916, the rates were so in- 
creased that the highest rate on the highest 
incomes became 15 per cent. Then came our 
entry into the war. Expenses mounted with 
increditable rapidity. Greatly increased rev- 
enues were necessary. Large incomes of- 
fered the quickest and surest means of se- 
curing the money. The rates were increased 
until finally a few months after the war 
closed, and when its expenditures had 
reached their peak, the total normal and 
surtax on the highest incomes aggregated 
77 per cent. It should have been appar- 
ent from the beginning that such rates were 
impracticable, and would yield revenue only 
under the stress of war. 
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No Prospect of Individual Income Taxes 
Scant Hope for Substi- 


Surtax Slash. 


These high rates had been in effect less 
than one year when President Wilson 
sounded a note of warning. He said: 


“The Congress might well consider whether the 
high rates of income and profits taxes can in peace 
times be effectively productive of revenue and 
whether they may not, on the contrary, be de- 
structive of business activity and productive of 
waste and inefficiency. There is a point at which 
in peace times high rates of income and profits 
taxes discourage energy, remove the incentive to 
new enterprise, encourage extravagant expenditures 
and produce industrial stagnation with consequent 
unemployment and other attendant evils.” 


His Secretary of the Treasury, Carter 
Glass, now a Senator from Virginia, em- 
phasized the same warning in his annuak 
report for 1919. He said: 


“The upmost brackets of the surtax have already 
passed the point of productivity and the only con- 
sequence of any further increase would be to drive 
possessors of these great incomes more and more 
to place their wealth in the billions of dollars of 
wholly exempt securities heretofore issued and 
still being issued by states and “wr gy as 
well as those heretofore issued by the United 
States. This process not only destroys a source of 
revenue to the Federal government, but tends to 
withdraw the capital of very rich men from the 
development of new enterprises and place it at 
the disposal of state and municipal governments 
upon terms so easy to them (the cost of exemptions 
from taxation falling more heavily upon the Fed- 
eral government) as to stimulate wasteful and non- 
productive expenditure by state and muncipal 
governments.” 

This was piling Pelion on Olympus. 

A year later his successor, Mr. Houston, 
having before him the records of receipts 
from surtaxes, piled Pelion upon Ossa, in 
the way of condemnation of the high rates 
as revenue producers when he said: 


“The Treasury has repeatedly called attention 
to the fact that these surtaxes are excessive, that 
they have passed the point of maximum produc- 
tivity. * * * We are confronted with a con- 
dition, not a theory. The fact is that such rates 
cannot be successfully collected. Tax returns and 
statistics are demonstrating what it should require 
no statistical evidence to prove. * * * The effec- 
tive way to tax the rich is to adopt rates that do 
not force investment in tax-free securities.” 

As to the effect upon industry and trade, 
Secretary Houston piled still another moun- 
tain upon Ossa when he added that the high 
surtax rates “are rapidly driving the wealth- 
ter taxpayers to transfer their investments 
into the thousands of millions of tax-free 
securities which compete so disastrously with 
the industrial and railroad securities, upon 
the ready purchase of which the develop- 
ment of industry and the expansion of for- 
eign trade intimately depend.” 

I refer to these high Democratic authori- 
ties to show that this matter of the re- 
duction of taxes is in fact no partisan 
matter and should not be made so. 


Tax Reduction Started 


Shon March, 1921, came a change in the ad- 
ministration, but there was no change 
in regard to high surtax rates. Mr. Hard- 
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ing became President and Mr. Mellon be- 
came his Secretary of the Treasury. One 
of the first official acts of the new Presi- 
dent and his Secretary of the Treasury was 
to hold a conference with responsible lead- 
ers in Congress on this very subject, the re- 
sult of which was to urge upon Congress 
the need of reforming the tax laws in ac- 
cordance with the expressed views of the 
outgoing President, and two of his Secre- 
taries of the Treasury. 

Secretary Mellon in his first reference 
to the subject recommended the immediate 
reduction of the maximum surtax rate from 
65 per cent to 32 per cent. The House of 
Representatives passed promptly such a bill, 
but the Senate stuck at a maximum of 50 
per cent, and the House finally receded from 
its sound position, and joined with the Sen- 
ate in fixing the absurd maximum rate of 
50 per cent. This was the revision of 1921. 
True, the unsound, vexatious, and vicious 
excess profits tax was lopped off in the 
revision, and some others that had been 
found particularly annoying and oppressive, 
but so long as the maximum surtax rate 
remained at such a figure, no really effec- 
tive reform had been accomplished. 

Meanwhile, the tax returns at the Treas- 
ury Department told the story more effec- 
tively and more eloquently than any words 
of oratory could possibly tell it, how worse 
than futile it is to attempt to maintain such 
rates. Let me cite but a few figures. In 
1916, when the highest surtax rate was but 
13 per cent, incomes of over $300,000 con- 
tributed within 4 per cent of as much rev- 
enue as did incomes of over $300,000 in 
1921, five years later, when the maximum 
surtax rate was 65 per cent. The estimated 
wealth of the United States had increased 
many billions of dollars during these five 
years, which would doubtless have produced 
an even greater amount of revenue had the 
maximum rate remained at 13 per cent. 

In 1916, incomes amounting to over $100,- 
000 made up 29% per cent of all the in- 
comes reported. In 1920, incomes of over 
$100,000 reported had dropped to 5.4 per 
cent of the incomes returned; and in 1921 
to 4.5 per cent. The inevitable had hap- 
pened. The rates were intolerably oppres- 
sive, while the avenues of escape were wide 
open. The net result was, and is, that bil- 
lions of dollars that would otherwise have 
gone into, or remained in productive enter- 
prise, have sought the easier, safer, and 
more profitable way, through the broad 
avenues of tax exempt securities. 


Higher Brackets Fail 


OWARD the end of the fiscal year 

1923, it became apparent that while the 
sources of taxation in the higher brackets 
were drying up, the yield from incomes at 
the lower rates, and other sources, was 
sufficient to warrant a material tax reduc- 
tion. Experts were set to work preparing 
the statistics and other data necessary for 
a revision and adjustment upon a sounder 
basis. Secretary Mellon embodied the work 
of the Treasury experts in a communication 
to Judge W. R. Green, then Acting Chair- 
man of the Ways and Means Committee, 
which recommendations became the basis 
of the so-called Mellon plan. A revision of 
the tax laws in accordance with a systematic, 
well constructed, well balanced plan for re- 


ducing war taxes was put forward as a 
non-partisan proposition. What could be 
more non-partisan than taxes? Hopes were 
at first entertained that it might be consid- 
ered in Congress on a non-partisan basis. 
The national platforms of both great par- 
ties in 1920 were sound on this subject. 
Listen to this: “We advocate tax reform and 
a searching revision of the war revenue 
acts to fit peace conditions, so that the 
wealth of the nation may not be withdrawn 
from productive enterprise, and diverted to 
nonproductive expenditures.” It reads like 
one of President Coolidge’s addresses. It 
is in fact a plank from the Democratic plat- 
form of 1920. 

The corresponding plank in the Republi- 
can platform was not so well phrased, but 
it meant the same thing. Why should not 
both parties join in enacting such a mea- 
sure? It would seem that both should have 
tumbled over themselves and each other try- 
ing to see which could get the credit for 
passing a bill so completely in accord with 
the platform promises of their respective 
parties, and in line with the recommenda- 
tions of one Democratic President, two 
Democratic Secretaries of the Treasury, two 
Republican Presidents, and one Republican 
Secretary of the Treasury. 

President Coolidge recommended the 
Mellon plan in a strong, well reasoned, 
straightforward message. The Committee 
on Ways and Means of the House promptly 
reported a bill reducing the maximum sur- 
tax rate to 25 per cent. A very large ma- 
jority of the nominal Republican majority 
in the House supported the Ways and Means 
Committee, but, by a combination between 
the Democrats and the insurgent brethren 
from the Republican ranks, real tax reform 
was defeated by enacting into law a bill of 
which the best that could be said was that 
it was somewhat better than the law it re- 
placed. President Coolidge signed it, but 
not without a strong and ringing denuncia- 
tion of these parts of the bill in which 
Congress had failed to meet the fair and 
just expectations of a tax burdened public. 
A great opportunity for genuine tax re- 
form by the enactment of a law that would 
have been a lasting benefit to the country 
was thus lost. 


Introducing Peepin’ Tom 


OT only was an opportunity lost to 
write into a law a bill embodying sound 
economic principles, but new and vicious 
features were added. For instance, raising 
the inheritance tax to 40 per cent was a 


long step in the wrong direction. A tax 
on inheritances is a capital levy pure and 
simple, and should be used only with ex- 
treme care and moderation. It invades a 
field of taxation that should be left to the 
states exclusively, where additional sources 
of revenue are sorely needed. This tax 
should be entirely repealed as soon as prac- 
ticable, as all its predecessors have been. 
The gift tax written into the law is not 
only utterly void of all merit, but it has 
not even the shadow of a justifiable excuse 
for being made a part of our tax laws. 
The “Peeping-Tom,” or publicity amend- 
ment, was adopted without the least show 
of reason or excuse except that of idle or 
vindictive curiosity. Even some of the 
strongest points of the measure as enacted 


contain elements of weakness. For in- 
stance—the normal tax on moderately small 
taxable incomes was reduced too much. Not 
that any real reduction in taxes is to be 
despised, but so great a reduction was not 
necessary, since the burden borne by this 
class of incomes was not oppressive either 
in fact or as compared with that borne by 
higher incomes, while the loss of revenue 
thus caused made and still makes other more 
important reductions impossible. : 

These are some of the sins for which 
those who forced the acceptance of the law 
as it now stands, must answer. My recital 
of them indicates to some extent the task 
that must be undertaken by the incoming 
Congress. The inordinately high surtax 
rates must go, and they will go in the re- 
vision to be made in the coming session of 
Congress. They were never justified from 
the beginning, and should have been re- 
duced rapidly by large installments, begin- 
ning the very next year after the war closed. 
They have been kept up by the persistent 
appeal of the demagogue to the prejudices 
of the uninformed and gullible. We have 
reached the point, in my judgment, where 
the voice of common sense, and sound eco- 
nomic reason is finally to prevail. It is now 
largely a question of just how low the maxi- 
mum surtax rates should go at this time. 
In my judgment the permanent peace time 
maximum rate should not exceed 15 per cent, 
and it is my belief that with such a rate 
in force the increase in the total amount 
of incomes returned for taxation will alone 
soon make good the initial loss of revenue, 
to say nothing of the tremendous indirect 
effect. 


Inheritance Tax to Go 


S_ I have indicated, the inheritance tax 
should go. Whether the revenue it pro- 
duces could be spared at one fell swoop, 
and whether it would be legislatively prac- 
ticable to do it, are large questions which 
must await the future unraveling of events. 
The gift tax and publicity provisions we 
should surely be able to wipe out. 

The taxes on the sales of certain selected 
articles are in effect discriminatory sales 
taxes and should go as soon as practicable, 
though it may not be found possible to spare 
at once all of the revenue they now produce. 

The tax on theatre admissions should go, 
being a tax on a very important means of 
education and relaxation. 

In connection with the repeal of certain 
taxes, I should say a word in regard to 
what makes possible at all at this time the 
reduction of taxes—I mean the surplus of 
revenues above necessary expenditures. A 
real surplus in the public revenues is a 
dangerous thing, and should be avoided. If 
there were an actual surplus in the Federal 
Treasury a special edition of the Lord’s 
Prayer ought to be gotten out for the use 
of Congress and of the Executive Depart- 
ments, printing in large red letters the line 
of that wonderful prayer which says: “Lead 
us not into temptation.” There is not, 
however, a real surplus in the Treasury, 
and there probably will not be during the 
lifetime of any one of us. There may be 
a surplus in the sense that in some years 
more taxes are collected than are required 
for our estimated expenditures, including 

(Continued on page 267) 
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The Need for Longer Loans on Real 
Estate by National Banks 


By A. F. DAWSON 


President, First National Bank, Davenport, lowa 


Proposed Change in Law to Permit Five-Year Loans on Im- 
proved Real Estate Up to Half of Time Deposits Is Sound in 


Every Way. 


Changing Conditions Have Made Loans Conson- 


ant With Good Banking. Character of Deposits Is Different. 


EAL ESTATE loans by national 
banks are naturally confined to 
rather narrow limits under exist- 
ing conditions. We need not con- 

sider the question in its fundamental as- 
pects, as there is general agreement that 
land is not only the basis of the nation’s 
wealth, but it underlies all other values. 
The growth and progress of the community, 
the state and the nation rests primarily upon 
the improvement of its real estate—land 
and buildings. 

We need not discuss security, as their 
soundness is universally conceded. We 
need not talk of legality, for they were 
authorized by the law twelve years ago. At 
any rate, we are not here to discuss acade- 
mic questions, but to consider the practical 
problems which confront national banks. 


New Services Authorized 


ATIONAL banks are chartered for the 

purpose of serving the people of the 
communities in which they are_ located. 
For sixty-two years they have done this 
well—or at least as well as possible under 
the limitations imposed upon them. Congress 
has enlarged the field of service for national 
banks from time to time by creating savings 
departments, granting trust powers, permit- 
ting five-year farm loans, and then loans 
on city real estate. 

In this late named amendment, the obvi- 
ous purpose of Congress has failed, because 
of the one-year limitation upon such loans. 
Experience has shown that the provision is 
unworkable, and to properly serve their 
customers national banks are asking for an 
amendment to the law permitting first mort- 
gage loans in improved city real estate for a 
period of five years, and increasing the ag- 
gregate amount which may be loaned upon 
real estate to 50 per cent of the time deposits. 

This is one of the problems which we are 
now facing. The question is of vital im- 
portance to nine-tenths of the national 
banks, and is an important factor in the very 
survival of the system as a whole. 

It should be borne in mind the events of 
the past ten years have almost completely 
revolutionized the old relation of real es- 
tate loans to national banks. Under the old 
order of things, national banks were strict- 
ly commercial banks. Most of their deposits 
were demand deposits, and therefore their 
assets had to be kept liquid. In those days 


real estate loans were not readily market- 
able, and were properly classed as frozen 
loans. There was no broad rediscount 
market, and for its own safety each indi- 
vidual bank was obliged to rely upon itself 
to meet an emergency or an_ unusual 
situation. 

These conditions have passed away. Now 
35 per cent of the deposits in all national 
banks are time deposits; and in the banks 
outside of reserve cities, 45 per cent. To- 
day real estate loans, particularly loans on 
homes and other city real estate, have a 
constantly broadening market. 

The Federal Reserve System mobilized 
the reserves of its members, so that the 
financial strength of the nation is available 
to cope with dangers which may arise in 
localities or sections. It created broad re- 
discount facilities, under which every mem- 
ber bank can promptly and easily meet its 
seasonal requirements or unexpected with- 
drawal of deposits. It may be added, par- 
enthetically, that in its ten years of opera- 
tion, this system has proved to be a Gibral- 
tar of strength, and has sustained the finan- 
cial situation in America through the most 
stupendous fiscal requirements any nation 
was ever called upon to meet. This sub- 
ject should be considered in the light of 
these fundamental changes which have taken 
place, many of them unnoticed and unob- 
served. 


Changes in Banking System 


N 1910 national banks were authorized to 

accept savings deposits and today more 
than 6000 such banks maintain savings de- 
partments, with over eleven million deposi- 
tors, and five billion dollars of deposits. 

When the Federal Reserve Act was en- 
acted in 1913, national banks were granted 
the privilege of making loans in improved 
farm land for a period of five years, under 
proper restrictions. In 1916, the government 
again recognized the desirability of real 
estate loans for national banks by amending 
the law so as to enable them to make loans 
on improved city real estate, not exceeding 
50 per cent of its value, such loans not to 
be made for a longer time than one year. 

The main purpose of the Act of 1916 was 
to remove some of the handicaps under 
which national banks have labored in com- 
petition with banks organized under more 
liberal state laws. 
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It is a lamentable fact that in liberalizing 
the law, so as to enable national banks to 
keep step with the march of progress, Cong- 
ress has been several laps behind state legis- 
lative bodies. As a result, national banks 
have been placed at a serious disadvantage 
in supplying complete, modern banking 
service. 

How serious this is may be seen from 
the fact that during the past seven years 
hundreds of banks have: surrendered their 
national and taken out state charters, carry- 
ing with them almost one-tenth of the total 
assets of the entire national banking system. 

Is it any wonder that some of our leading 
economists are asking the question: “Are 
national banks doomed?”. I cannot be~ 
lieve that Congress wishes to see the disin-- 
tegration of this great banking system. If 
it is to be maintained in strength and vir- 
ility, then, in the words of Hon. George E. 
Roberts “National banks must be permitted 
to operate with something of the freedom 
that is allowed state banks,” 


Importance of Amendment 


HERE are several important items in 

the program of removing the handicaps 
from national banks, but the proposal to 
extend the limit for loans on improved city 
property from one to five years is outstand- 
ing. This is of very great importance to 
90 per cent of the banks of the system. 

It should be remembered that, of the 
8200 national banks in the United States, 
about 7800 of them are so-called country 
banks, located outside of reserve cities. If 
these 7800 banks are to serve their respec- 
tive communities properly, they cannot hold 
aloof in financing the building and buying 
of homes, and the improvement of other 
real estate. That is a vital factor in the 
progress of the community, and in the serv- 
iceability of a bank. 

Under this one-year limitation. on such 
loans, national banks are :in an awkward 
and untenable position. How it works in 
actual practice may be indicated by the fol- 
lowing case, and no doubt you have all 
seen many cases like this: 

A young married man with a good posi- 
tion opens a savings account. His goal is 
to provide a home for his family. By care- 
ful management and thrift he builds up his 
account until it reaches. $4000. He is now 
ready to buy or build a home costing about 
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$8,000. He arranges to put in his cash, 
and asks his banker for the loan of the 
other 50 per cent on a first mortgage run- 
ning five years. He is an excellent credit 
risk; his security is gilt-edged. Then comes 
the national banker’s most embarrassing mo- 
ment. He is obliged to admit that his bank 
cannot make the loan—the law does not per- 
mit it. What is the result? The next day a 
state bank up the street gets a first-class loan 
and a fine new customer. 

Is it any wonder that banks by the hun- 
dred are surrendering their national char- 
ters? Former Comptroller Henry M. 
Dawes, after a survey of the situation said: 
“This is one of the severest forms of com- 
petition which the national banks outside of 
the large banking centers face today, and 
it accounts in a large measure for the rela- 
tive reduction of the resources of national 
banks.” 

To obviate embarrassments like this, na- 
tional banks have employed every honorable 
means at their command. In Iowa, for in- 
stance, one out of every seven national banks 
has organized a corporation or state bank, 
and operated in the same room, in order 
to handle this essential class of business. I 
dare say that most of the others have tried 
to work out some plan of taking care of 
loans of this type. 


Safety of Realty Loans 


HERE is no sound reason why these 
clumsy and undignified methods should 
continue. On the other hand, every con- 
sideration of good banking and common 
sense should permit the banks to make first 
mortgage loans for the customary period of 
five years on improved town property. 
The soundness of real estate loans on 
local property, under constant observation, 
is beyond question. A first mortgage of 
this kind for 50 per cent of the value is 
considered the very best form of security. 
There is a natural relationship between 
savings deposits and home building. Viewed 
from a moral standpoint, who will say that 
the billions of savings in national banks 
should all be withheld from their national 
channel of financing homes in the respec- 
tive communities where those deposits are 
assembled? By all the rules of sound bank- 
ing, there is no better investment for sav- 
ings deposits than first mortgage loans on 
homes. 


Liquidity of Loans 


HE argument is sometimes advanced 

that five-year mortgages are not suffi- 
ciently liquid for a national bank. Again, 
changed and changing conditions have altered 
the whole situation. There is no market 
for a one-year mortgage, but there is a con- 
stantly expanding market for those running 
five years. Insurance companies are now 
in the market for town loans of this kind, 
both large and small. The local market for 
these loans is steadily increasing, as banks 
are begging to perform their rightful func- 
tion of supplying the invéstment needs of 
their customers. 

More and more the practice is growing 
among banks of having the borrower re- 
duce his real estate loan a certain per cent 
each year. This policy not only promotes 
thrift, but it automatically liquidates the 


loan. Then again, if a bank loans substan- 
tially the same total amount each year on 
five-year mortgages, at the beginning of the 
sixth year the maturities would occur in 
an even, annual flow. 

After all, this fear about non-liquidity is 
largely imaginary. If national banks will 
exercise the proper degree of care in hav- 
ing their commercial loans eligible for dis- 
count, the Federal Reserve System has cer- 
tainly proved during the past seven years 
that it can extend the necessary aid to any 
solvent member to meet any emergency 
which may arise. 

But putting entirely aside the question 
of the liquidity of these loans, many of our 
best bankers believe that a reasonable per- 
centage of five-year mortgages on local 
property is more desirable in the so-called 
third line of reserves than one made up en- 
tirely of long-time corporation bonds. There 
is certainly less chance of loss. 

Of course, each bank must decide for 
itself the percentage. of time deposits which 
it can properly invest in real estate mort- 
gages. No one rule would fit every bank. 
Local conditions must govern this. Con- 
gress is asked to fix the upper limit, and the 
consensus of opinion places this at 50 per 
cent. It is not likely that this percentage 
would be reached, except in isolated cases. 
At the present time the ratio of real estate 
loans to time deposits in national banks is 
about 6 per cent. 


Two national bankers—On the left, 

J. W. Barton, Vice-President, Metro- 

politan National Bank, Minneapolis, 

and Harry J. Haas, Vice-President, 

First National Bank, Philadelphia, on 
the right 
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Almost Unanimous Approval 


HIS proposal to liberalize the law with 

respect to local real estate loans is so 
obviously fair and just that it has met with 
practically universal approval. It has the 
recommendation of the Secretary of the 
Treasury, the Comptroller and the Federal 
Reserve Board and its passage is urged by 
the American Bankers Association, the Na- 
tional Chamber of Commerce, the National 
Association of Credit Men, and other or- 
ganizations too numerous to mention—rep- 
resenting five or six million of the leading 
business and professional men of the United 
States. 

It should be passed, and passed promptly, 
not only to equalize the opportunities of na- 
tional banks to serve their communities, 
but to sustain the strength of our banking 
system. The national banks are the sus- 
taining force of the Federal Reserve Sys- 
tem. State banks which are members of 
that system entered it voluntarily, and they 
can withdraw at will. 

In requesting this relief, national banks 
are asking no special favors. They never 
have. From the beginning they have done 
their part. They have paid ungrudgingly 
$170,000,000 in special taxes on circulation, 
and $20,000,000 more for fees and salaries 
of examiners. They have aided the gov- 
ernment to the fullest extent, from the sale 
of bonds to finance the Civil War down to 
the present moment. 

This nation has attained its financial su- 
premacy through a system of independent 
banks—part of them operating under na- 
tional law, and the remainder under the 
laws of the various states. If we are to go 
forward along the path of safety and prog- 
ress, these banks must have equal oppor- 
tunity to serve. I have faith that Congress 
in its wisdom will maintain this happy re- 
lation, and so amend the national banking 
laws from time to time as will keep pace 
with changing needs and conditions. By so 
doing they will maintain the stability of our 
banking system, and thus make certain the 
perpetuation of the Federal Reserve Sys- 
tem. And the time for action is now. 


Trust Company 
Conference Plans 


or for the holding of the Seventh 
Mid-Winter Trust Conference and the 
Fifteenth Annual Banquet of the Trust 
Companies of the United States, in New 
York City, Feb. 17-18, 1926, are being for- 
mulated. The popularity of these confer- 
ences, through which opportunities are of- 
fered to trust men in all parts of the coun- 
try to participate in the discussion and solu- 
tion of active daily problems, is growing 
from year to year, and in line with arrange- 
ments made during previous years, every de- 
tail is being planned in order that the use- 
fulness of the meetings, as well as the com- 
fort and enjoyment of those in attendance 
can be fully provided for. Each winter wit- 
nesses a greater number of trust officers dis- 
tant from New York planning their mid- 
winter trip to coincide with the dates of 
these conferences. 
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Decline in National Bank Earnings 


By BEN JOHNSON 
President, Commercial National Bank, Shreveport, La. 


The Return on the Total Invested Capital in 1924 Was Only 
6.7 Per Cent, Insufficient to Pay Reasonable Dividends and 
Build Up Surplus Fund. Interest on Deposits Is Too High and 
Burden of Unprofitable Checking Accounts Is Too Heavy. 


HE [atest available reports of the 
Federal Reserve Board afford some 
interesting data as to the earnings 
of the member banks as do the re- 
ports of the Comptroller of Currency of 
the national banks of the country, both in- 
dicating a decided trend of decline in earn- 
ings. We hope, therefore, to view the case, 
study some of the causes and suggest some 
cures in this session of the National Bank 
Division that may be helpful, not only to 
the banks themselves, but to the general 
business of the country; for every citizen 
knows that there is no better barometer of 
general business than the the conditions of 
our banking system. We would justify our 
discussions, therefore, with this general 
thought and consider the problem of in- 
creasing our earnings without, I trust, being 
rated as selfish or desiring to obtain from 
general business any larger returns than an 
informed public may know to be proper and 
for the best interests of our entire economic 
structure. 
The Federal Reserve Board reports for 


the calendar year ending December 31, 1924 


for the 9600 member banks showed a profit 
of $261,000,000 on $4,537,000,000 invested 
capital (capital, surplus and profits) or 8.4 
per cent; the Comptroller’s reports, for the 
8085 national banks for the fiscal year end- 
ing June 30, 1924, showed $195,706,000 on 
‘$2,414,500,000 or 8.11 per cent on the capital 
and surplus. 


Actual Earnings Much Lower 


UT, if we may add to the official figures 

of capital and surplus the undivided 
profits of approximately $500,000,000 in mid- 
year, we find the ratio of earnings for the 
national banks on total invested capital to 
‘be only 6.7 per cent. Now, there can be 
no serious question that this is not satis- 
factory returns for the usual hazards of 
‘business and is not sufficient to pay reason- 
able dividends and provide a surplus for the 
future. 

It may be noted from the above that the 
returns on the invested capital of the national 
‘banks is less than for the aggregate of the 
‘member banks. In other words, the in- 
<reased ratio of earnings for the 1515 state 
bank members was sufficiently in excess of 
the average of 8.04 per cent to bring the 
average of the national banks from 6.7 per 
cent to 8.04 per cent in the earnings of the 
Federal Reserve System as a whole. This 
fact argues potently for a somewhat wider 
legal latitude for national banks in their 
future operations as is proposed in the 
pending McFadden Bifi, HR-8887. 


Referring again to the report of the Fed- 
eral Reserve Board, even if it may be con- 
ceded that 8.04 per cent is not a distressing 
figure for the net returns on the System as 
a whole, it must be remembered that this 
figure is not enjoyed by the average bank 
of the country and there are thousands of 
individual banks whose ‘earnings are far 
less. In fact 3396 member banks in four 
of the Federal Reserve Districts show, for 
the year ending December 30, 1924, for the 
average of their member banks, much less 
satisfactory returns as follows: 


Per Cent 
2.59 
4.99 


It is interesting to note that these four 
districts may be classed as more distinctly 
agricultural districts where, even though 
the income rate may average higher than 
other districts, the net returns are far below 
the average and outstandingly unsatisfactory, 
due to higher proportionate operating costs 
and to a larger ratio of losses growing out 
of the great post-war agricultural readjust- 
ments. 


Trend of Earnings Downward 


T is also shown, by the Comptroller’s re- 

ports, that in the aggregate the national 
banks in districts 8, 9, 10, 11 and 12 did not 
earn their dividend for the year ending 
June 30, 1924. 


the country undergirdle our entire business 
structure and every thoughtful man knows 
that the banks certainly must be prosperous 
if our prosperity is to be properly back- 
boned. With the fact of decline in earnings 
before us, we naturally turn to the consid- 
eration of the causes. 


Operating Costs on the Increase 


| these days of increased operating costs 
and lower interest returns on money 
loaned the bankers of the country must give 
the problem thoughtful concern. Operating 
costs, including interest on deposits, has been 
increasing continuously and it seems improb- 
able that we shall, at any early date, see any 
substantial increase in the price of our “mer- 
chandise”—that is, an increase in interest 
rates. Rather does it appear that rates are 
fairly well stabilized at low levels and, as. 
far as one may comfortably see ahead, one 
is led to predict that market rates are not 
apt to show any marked increase in near 
months. 

These are facts that effect us all, for, of 
course, it is futile for even our most inter- 
ior banks to argue that their income is not 
effected by market rates, because they have 
local demand for all their loanable funds. 
It is an unhealthy condition when even these 
most interior banks do not, for a part of 
the year, have some secondary reserve in 
the form of commercial paper or other read- 
ily marketable securities. 


Earnings, Expenses and Dividends of National Banks by Federal Reserve Districts, Year Ended June 30, 
1924, In Thousands of Dollars 


District 8, St. District 9, District 10, District 11, _ District 12, 
Louis, 497 inneapolis, Kansas City, Dallas, San Francisco, 
: Banks 794 Banks 1,054 Banks 651 Banks 588 Banks 
Net additon to profits from oper- 
ations during year........... 8,433 1,670 1,601 6,718 10,581 
Total dividends declared since 
8,955 5,151 7,768 7,325 10,947 


Not only do these records show that the 
present average return is unsatisfactory but 
other records are available to show that the 
trend of earnings of the national banks in 
recent years is downward as is shown by the 
following table taken from the reports of 
the Comptroller of Currency. 

(In Thousands of Dollars.) 


Year Capital and Surplus Net Earings Ratio 
2,206,000 282,083 12.78 
2,299,000 216,106 9.40 
2,356,000 183,670 7.79 
2,398,000 203,448 8.48 
a 2,414,000 195,706 8.11 


May we not argue, from the foregoing, 
that our case is complete—that earnings of 
national banks are not only inadequate but 
declining? This fact calls for serious study 
on the part of bankers and other business 
men of the country for, as previously stated, 
we all know that the commercial banks of 
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It is true, too, that in the $2,000,000,000 
of commercial paper now being handled 
annually by brokers there are the names of 
many firms in our small cities and when we 
take count of the fact that this volume is 
about one-twenty-fifth of the total $50,000,- 
000,000 or deposits of the 29,138 banks of 
the country it is certainly true that the in- 
come of all of us is effected directly by the 
trend of interest rates “in the market” and 
each of us should “share and share alike” 
in the adjustment of the problems of our 
earnings. 


Must Reckon with Losses 


S much as I should like to do so, in 
considering the question of decline in 
earnings, we may not overlook the heavy 
losses sustained in recent years. These 
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losses have been attributable to, (a) defalca- 
tions and dishonesties, in isolated: cases ;- (b) 


to ‘thismanagement, in too many cases; (c) to . 


commercial banks furnishing capital to their 
customers instead of credit; (d) to com- 
mercial banks furnishing credit to special 
lines in excess amounts; (e) creating, in 
all too many instances, an atmosphere in 
our institutions of easy credit; which is bad 
training for the public mind; (f) to post- 
war readjustments, in many instances un- 
avoidable. 

The losses in one district, for the year 
1924, ran as high as 18.4 per cent of the 
gross earnings of the banks of that district. 

In passing, we bank officials will modestly 
admit that salaries paid bank officers and 
employees is not one of the causes of our 
troubles. These are not out of line, if 
equal, to salaries paid in other great lines 
of business in this country. 

But, the time limit fixed for this paper 
precludes a thorough discussion of the causes 
or, even a casual consideration of the various 
items in our overhead costs such as unin- 
telligent buying of supplies, waste and ex- 
travagance that is often characteristic of 
a bank’s expense account; unfair ad valorem 
taxes in most of our states, banks are 
assessed at 100 per cent value which is not 
true of most other business, and other items 
the consideration of which might be inter- 


esting. 
The Loss on Checking Accounts 


ATHER must we pass hurriedly on to 

the consideration of two of the more 
outstanding items now that seem to be crying 
out the loudest for adjustment. Namely, 
the unprofitable checking accounts, which 
have come into our banks under the free 
hand we have given to such advertising 
slogans as “no account too large nor none 
too small to have our careful consideration,” 
and to the tremendous increase in interest 
paid on deposits which has been promoted 
by excessive competition for this class of 
business. 

We have, for the past twenty-five years, 
placed the emphasis on getting more and 
yet more accounts. I used to advertise with 
pride, in a state bank in which I was presi- 
dent, that we had 5000 accounts in a town 
of 4000 population. Now, I have dropped 
that ad for I know that while we may have 
found pride in the popularity of our insti- 
tution, which this ad proclaimed, we certainly 
had no cause to be proud of the wisdom and 
administrative capacity of the executive 
head of that institution. I now know that 
we could have lost 50 per cent of the check- 
ing accounts, of which I was so proudly 
boasting, with profit to the institution and 
ought to have lost them unless they could 
be brought up to a self sustaining basis. 
I have known another bank which reports 
that, it costs them $4.71 to open a checking 
account for “a corner grocery” and furnish 
that emporium with all the accessories of « 
bank account including a check book with 
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checks, the mad rush goes on in procuring 
a larger volume which is reported, from 
month to month, with pride to the board of 
directors. 

The other outstanding cause for the de- 
cline in earnings is that we are paying 
out too much of our income as interest on 
deposits. 

The Federal Reserve Board in its report 
of July 1925 makes the observation that 
while the gross earnings of member banks 
for 1924 were $65,000,000 larger than in 
the previous year, the net returns were less 
and “a considerable portion of the increase 
in gross earnings was absorbed by an in- 
increase in expenses reflected chiefly in the 
increase in interest on an exceptionally large 
volume of deposits.” The Federal Reserve 
report further shows that the interest paid 
on deposits in the member banks was an 
average of two per cent on all the deposits 
of member banks. 

The following table showing the increased 
ratio of interest bearing deposits in national 
banks will be of interest. 

(In Thousands of Dollars.) 


Increase 
Over 


Per 
Time Deposits Cent 


June 30, 1920....... $3,485,501 
30, 1921 3,695,806 
une 30, 1922....... 4,111,951 
June 30, 1923 4,755,162 1922 
June 30, 1924 5,259,933 1923 
Time deposits, in national banks, are in- 
creasing at a terrific rate. For the year 
ending June 30, 1924, there was an increase 
recorded over the previous year of approxi- 
mately $500,000,000 and for the year ending 
June 30, 1925, approximately $700,000,000. 


6.03 
11.26 
15.64 
10.62 


1920 
1921 


1924 


(In Thousands of Dollars.) 
Time Deposits 


T= reports of the Comptroller show 
that in 1914 the national banks held time 
deposits of about $1,200,000,000 or 18 per. 
cent of the total time and demand deposits. 
Ten years later, in 1924, time deposits had 
increased to about $5,300,000,000 or 35 per 
cent of the total time and demand deposits. 
During this decade, time deposits increased 
300 per cent while demand deposits had in- 
creased only 85 per cent. 

Of course, in this tremendous increasé, 
there has been a marvelous increase in the 
legitimate savings deposits of the country, 
to which we all point with pride marking as 
it does increased thrift and prosperity of 
the entire population, and certainly nothing 
offered in this paper is intended to discourage: 
or to leave any other impression than thatr 
we look with favor toward the continuots: 
increase in the savings of our people, and 
the payment, by the banks, of a proper rate 
of interest to encourage and promote these- 
savings. 

The national banks are proud of their- 
11,070,000 savings depositors with an ag- 
gregate of $1,239,200,000 in savings at an: 
average rate of 3.68 per cent and do not 
regard even the higher rates paid by the- 
country banks, which average 3.92 per- 
cent, unfavorably so long as these interest- 
rates promote legitimate savings and are not~ 
paid on funds that perhaps ought otherwise- 
be invested in productive enterprises. 


The Rush for Public Deposits * 
by the Banks. 


—— are those accounts, too, other- 
than time and savings accounts, which: 
carry a big interest tariff. I am thinking of 
the mad rush that some of us have made 
for public deposits sometimes. bidding as high: 
as 5 per cent, 6 per cent and even in one 
instance that has come to my notice, 8 per: 
cent. In facet, this “scramble” has become 
so bad in some of the states that a statu- 
tory limit has been placed on the rate which: 
guaranty banks may pay. Four and one- 
half per cent to 5 per cent is not uncommon. 

A case recently came to my attention: 
where a bank paid 4:75 per cent, under a 
competitive bid, for a ‘large public fund, 
in a section where a good bank would find’ 
it advisable to maintain a reserve of 20! 
per cent. This would add ninety-five points 
and a depository bond’ for 60 per cent of 
the deposits at the rate of’ % per cent adds: 
thirty points additional making the loanable- 
funds cost the bank 6 per cent when the 
average rate on desirable bonds, eligible as 
security for these same deposits, would have: 
been 4.5 per cent to 4.75 per annum. 

The rate of interest, generally, has not: 
shown any marked increase. The following 
table may be of’ value as it shows the aver- 
age rate paid in various sections of the: 


country. 


Average 
Interest 


Ratio of Time Ratio of Time- 
Deposits to Deposits to 
Total De- Loans and 

Rates, posits, Discounts, 


Per Cent Per Cent Per Cent 


a snecial end card printed, rubber endorse- 
ment stamp, kid-covered pass book, etc. 
This bank admits that this and similar ac- 
counts are taken on with pride, “from day to 
day, and, while the cost of $4.71 makes no 
reckoning of item cost, of monthly state- 
ments, of the unusual activity, the burden of 
float or collection charges on out-of-town 


303,918 ‘ 12 
1,124,410 3 31 


361,508 
1,499,390 
564,246 
961,609: 
252,960 
190,665 


5,259,933 


Central Reserve 
Reserve cities 
Country Banks— 
New England States 
Eastern States 


Western States 
Pacific States 


7 

= | 
3.73 56 
Middle Western 3.67 50 67 a 

Total U. S. including Alaska and Hawaii...... 3.68 35 44: 
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While these rates have not increased ap- 
preciably in past years the volume of money 
on which interest has been paid has increased 
tremendously, as is shown, and has made 
interest paid on deposits the major problem 
of our banking costs today. But, interest 
paid by national banks on deposits for the 
year ending June 30, 1924 was $338,345,000 
which stupendous figure was 44 per cent of 
the entire operating cost of $766,044,000 and 
33.8 per cent, or approximately one-third, 
of the total earnings of $1,074,559,000. 


The Remedies Suggested 


UT, what may we do to correct this 

situation? Having in mind the first gen- 
eral cause of increased cost and decreased in- 
come, I would suggest that our first remedy 
lies certainly in what we may term “better 
merchandising methods.” Unlike the manu- 
facturer, we may not increase the cost of 
our “merchandise” which is credit, for eco- 
nomic and statutory laws prohibit. Certainly 
we should not by advertisement or otherwise 
over stimulate the demand for our product 
and yet we have an awkward situation from 
a merchandising standpoint, an apparent 
ever-increasing cost of production and little 
prospect of increased price on the goods. 
Our problem, therefore, primarily is one of 
better merchandising methods, correcting 
some of the more flagrant items in our pro- 
duction costs. . 

It is not my purpose here to discuss cost 
accounting or suggest methods of cost ac- 
counting. Expert information on this may 
be had through the Clearing House Section 
or through any of the sections of the Ameri- 
can Bankers Association, but I merely want 
to say that every bank in every community 
ought to have some cost system and some 
intelligent method, however simple it may 
be, of analyzing its own costs, and the cost 
of handling its customers’ accounts, to the 
end that it may be able to place the burden 
of its operating costs where it properly be- 
longs. 


Must Hold Down the Losses 


E must have better credit files and 

better credit methods, to the end that 
losses may be held to a minimum. Holding 
losses to the minimum is the price of eternal 
vigilance to the banker, and if he does this 
he must always keep his mind and his ac- 
tions fixed upon the three great requisites 
in the extension of credit—character, capital 
and capacity. We must become through 
study and through increased information 
more expert credit men, for whatever else a 
banker may be, if he is not a good credit 
man he is not a good banker. 

But we must pass over further detailed 
discussion of the cures as we have passed 
over many detailed items of causes and give 
our time to a discussion of the two major 
causes previously mentioned. 

If I did not stop to discuss the unprofit- 
able account, I would be out of touch with 
the current issue of any banking journal 
published in any section of the country and 
out of sympathy with the program of any 
bankers’ meeting anywhere, for current 
banking thought seems now thoroughly alive 
to the fact that, for the past twenty-five 
years, we have placed the emphasis on vol- 
ume rather than upon profit and are giving 
generous consideration to this subject. 
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While there has been wide discussion of the 
subject, I fear it is pitifully true that few 
of our banks have taken definite steps to 
correct this situation which, unquestionably, 
is one of our most distressing problems. 
To me, it appears that the time has come 
when we must take the guess out of bank- 
ing, and certainly none of us need to guess 
any longer about the unprofitable account. 


The Minimum Balance 


NY banker, anywhere, by analyzing his 

own situation knows that a checking 
account of the average activity cannot be 
handled except at a loss on a minimum bal- 
ance of less than $100. The cure for this 
trouble lies manifestly in the application of 
sound common sense. ‘Each bank having 
analyzed its own situation and knowing what 
its costs. are must insist that its own cus- 
tomers must. reasonably compensate it for 
services rendered which have heretofore 
been rendered at a loss. 

The adjustment of this problem in each 
community should be followed by an edu- 
cational campaign to corréct the falacious 
idea, which the banks themselves have sold 
to the public, that the matter of the main- 
tenance of a bank account is a one-sided ac- 
commodation in which the bank is the sole 
beneficiary. We have led the public to be- 
lieve that we would be happy if we were 
just simply favored with their checking ac- 
counts without reference to the quality of 
the account. We have not taken proper steps 
to evaluate the account to the customer him- 
self. Of course, the most desirable end is 
that the customer will be led to maintain an 
account that will at least ‘pay its own 
freight,’ if no profit, but, failure to accom- 
plish this aim, there remains but one alter- 
native—the application of a service charge 
to cover the loss. 

Now, I do not believe that the accomplish- 
ment of this would prove a very difficult 
task, for it is a characteristic trait of Ameri- 
cans, as a rule, that they do not want 
“something for nothing.” He who does is 
neither a good American nor a good cus- 
tomer. And, when we succeed in getting the 
correct idea over to the customer that we 
do not want to exact any unfair tolls, but 
simply want to have needed compensation 
for valuable services rendered, my feeling 
now is that little trouble will be experienced 
in the final adjustment of this problem even 
though action may be forced upon a bank 
single handed. 


Reckon Profit, Not Volume 


E must give more attention to our 

profit account and less attention to vol- 
ume. We must, through concerted action or 
individually, restrain ourselves in our pre- 
vious mad orgy to get additional deposits, 
for certainly additional interest bearing de- 
posits now only constitute an additional bur- 
den rather than making it possible to in- 
crease our earning assets. 

We must quit paying excessive interest on 
deposits whether public or private. We must 
recognize, in bidding for public deposits for 
instance, that it is unwise to bid for public 
funds with a view of placing a major por- 
tion of these funds in ordinary commercial 
channels and that our bid for these funds 
should be gauged by the income we may 
receive from reinvestment in securities eli- 


gible to be pledged in lieu of fidelity bonds 
after having made a proper allowance for 
reserves for a reasonable margin of profit. 

As indicated in the first section of this 
paper, as one of the cures I would recom- 
mend our united support to the McFadden 
Bill, HR-8887, to the end that national banks 
may enjoy somewhat wider latitude in their 
operations and have the full consent of the 
law, among other things, in the establish- 
ment of an investment department, trust ser- 
vice; wider latitude in real estate loans, to 
the end that national banks may give better 
service to their clientele. In fact, business. 
has become so complex now that it appears. 
that national banks must have broader pow- 
ers unless they are to be greatly circum- 
scribed in their usefulness to American 
business. 


Investment Offers Relief 


operation of an active investment 
department might easily be made to aid 
the bank in the relief of the burden ‘of in- 
terest bearing accounts and, at the same 
time, function in the constructive develop- 
ment of the community. Is it not a fact 
that many of us have time certificates of 
deposit and even savings accounts that are 
not, in the stricter sense of the word, sav- 
ings at all but are sluggish funds so held by 
the depositor, through timidity and lack of 
information about investment opportunities ? 
To promote wider distribution of funds of 
this kind in any community will certainly 
promote the advancement of that community. 
The investment turnover may be handled by 
the bank for a reasonable profit and, in fact, 
prove in the end a source of increased profit 
to the bank and increased income to the 
customer. 

Certainly in the adjustment of the two 
major causes of the decline in earnings—the 
abuses of interest on deposits and the ques- 
tion of the unprofitable account, group ac- 
tion is, by all means, preferred. We used to 
say that “competition is the life of trade” 
but now, American business is saying that 
“cooperation is the life of trade,” and cer- 
tainly this is outstandingly true in the bank- 
ing business. The situation is, of course, 
better in the majority of our clearing house 
cities where intelligent cooperation is easily 
facilitated, and yet there has not been proper 
cooperation between respective cities. Even 
in the remote sections of the South today, 
we find that we are effected by Eastern 
competition with respect to interest on bal- 
ances. 

Not only do we need better cooperation 
among the city clearing houses, but there 
is a great need for intelligent cooperation 
among the country banks. In every county 
a county-wide association, and in every town 
and city, with two or more banks, clearing 
house associations need to be organized. 

In summing up the cures that occur to me, 
I would restate, therefore, that we need to 
learn and practice better merchandising 
methods and we need to learn and practice 
better methods of cooperation. Certainly I 
favor the maintenance of our system of in- 
dependent or unit banks, distinctively Ameri- 
can and I would not advocate any changes 
that would tend to destroy wholesome com- 
petition. 


State Bank Division 


General Plan of Clearing House Associations in Cities and 
Country Communities Commended, as is the Establishment 
of Bureaus for Exchange of Credit Information. The Examiner 
Grant McPherrin the New President. 


System Indorsed. 


HE State Bank Division, in resolu- 
tions adopted at the annual meet- 
ing, commended the general plan of 
Clearing House Associations in cities 
and also in country communities comprising 
one or more counties, with the establishment 
of a bureau for the exchange of credit in- 
formation and the installation of the exami- 
ner system providing for examination by 
private examiners working for the Associa- 
tion and under the supervision of a man- 
agement committee chosen from 
the membership. 
“We believe,” the resolution 
read, “that this plan, as advo- 
cated by the Clearing House Sec- 
tion of the American Bankers 
Association, materially reduces 
the risks in banking and is there- 
fore worthy of the hearty sup- 
port of the members of this Di- 
vision.” 
Other resolutions, drawn by a 
committee composed of Charles 
S. McCain, Chairman; John H. 
Puelicher, Rudolph Hecht, C. B. 
Hazelwood, and Hugh Saxon, 
were adopted as follows: 
“The State Bank Division of 
the American Bankers Associa- 
tion impressed with the import- 
ance of removing any possible 
uncertainty regarding the perma- 
nency of the Federal Reserve 
System urges that the charters 
of the Federal Reserve banks be 
renewed without delay for either 
an indeterminate period or for 
ninety-nine years. It regards this 
as fundamental and believes that 
questions of amendments of the 
present Act may well be left for 
later consideration and not con- 
fused with the question of the 
renewal of the charters them- 
selves. 
“We believe that a greater de- 
gree of uniformity in the bank- 
ing laws of the various states 
would do much to prevent con- 
fusion in the public mind and add 
greatly to the soundness of the 
development of banking. There- 
fore, we reiterate our previously 
expressed view looking toward 
greater harmonization of the laws relating 
to banks in the various states. We urge that 
action be taken to secure the greatest possi- 
ble degree of uniform, efficient state bank 
service, and urge that the important office of 
bank commissioner be freed from any en- 
tangling partisan politics and divorced from 
all other functions of state government, and 
that the tenure of office of bank commission- 
er be made more secure and lasting, with 


sufficient compensation and _ discretionary 
power given to attract and hold the service 
of men of outstanding executive ability and 
successful banking experience. 

* “We recommend the general plan and or- 
ganization of Clearing House Associations 
in cities and also in country communities 
comprising one or more counties with the 
establishment of a bureau for the exchange 
of credit information and the installation of 
the Examiner system providing for exam- 


GRANT McPHERRIN 
President, State Bank Division 


ination by private examiners working for 
the Association under the supervision of a 
management committee chosen from the 
membership. We believe that this plan, as 
advocated by the Clearing House Section of 
the American Bankers Association, mate- 
rially reduces the risks in banking and is 
therefore worthy of the hearty support of 
the members of this Division. 

“We reiterate our oft-stated opposition to 
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any system of branch banking in this coun- 
try. 

“We reiterate our stand in support of the 
principles of cooperative marketing of 
staple ‘agricultural products.” 

A resolution on the death of John D. 
Phillips, former president of the Division, 
expressed appreciation of “the unselfish 
service rendered by him to this Division,” 
and conveyed to his family the Division’s 
sympathy. 

Members of the Division were 
addressed by Oscar W. Under- 
wood, United States Senator 
from Alabama, on “Consolida- 
tion of the Railroads,” and by 
George V. McLaughlin, Super- 
intendent of Banks, New York, 
and President of the National 
Association of State Bank Su- 
pervisors, on “Uniformity of 
State Banking Laws.” Both ad- 
dresses are printed elsewhere in 
this issue. 

C. W. Allendoerfer, President 
Clearing House, Section, ad- 
dressed the Division, expressing 
appreciation of the cooperation 
of the officers of the State Bank 
Division in the development of 
the work of the Clearing House 
Section in organizing Credit Bu- 
reaus and installing the Exam- 
iner System. 

Oscar Wells, the new Presi- 
dent é6f the American Bankers 
Association, spoke briefly, intro- 
ducing Senator Underwood. 

The Committee on Nomina- 
tions, composed of N. S. Cal- 
houn, Chairman; S. J. High and 
J. W. Spalding, reported the 
choice of the following new off- 
cers, the report being adopted and 
the officers installed: 

President, Grant McPherrin, 
president of the Central State 
Bank, Des Moines, Iowa; vice- 
president, G. E. Bowerman, vice- 
president of the Fremont County 
Bank, Sugar City, Idaho; mem- 
bers of the Executive Committee, 
to serve three years, H. H. 
Saxon, vice-president of the 
Georgia Railroad Bank, Augusta, 

Ga.; Dan V. Stephens, president of the Fre- 
mont State Bank, Fremont, Neb. 

President McPherrin announced the re- 
appointment of Craig B. Hazelwood, vice- 
president Union Trust Company, Chicago, as 
Chairman of the State Legislative Com- 
mittee and C. S. McCain, president, Bankers 
Trust Company, Little Rock, Ark., as Chair- 
man of the Federal Legislative Committee 
of this Division. 
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The Consolidation of Our 


Railroads 


By OSCAR W. UNDERWOOD 


United States Senator from Alabama 


Present Federal Merger Policy Permits Weak Roads to Join 
With Stronger Ones to Establish More Satisfactory Rule for Rate 
Making. Lower Freight Carrying Charges Vital to Future Indus- 
trial and Agricultural Growth. Take Question Out of Politics. 


PROBLEM now in the process of 
final solution which is of first im- 
portance to the future develop- 
ment and business success of our 
country is the consolidation into larger and 
more extended units of the transportation 
lines, that tie the commerce of our country 
te its ultimate market of consumption. 
Speaking generally, the great railroad 
systems of America were not made to 
order—they grew up small lines 
builded to serve the needs of local com- 
munities in the movement of their freight, 
and were tied together along uneconomic 
lines to enhance profits rather than from 
considerations of carrying commodities at 
the least cost to the shipper. I do not say 
this in criticism of the railroad development 
of the past, for we must remember that it 
came with the change of our hauling facili- 
ties from the wagon to the steam engine, 
and in the midst of the growth of sparsely 
settled agricultural communities into great 
industrial centers. 


The Coming of Competition 


E must also bear in mind that, after 

the initial systems were established, 
more economic lines of carriage were su- 
perimposed on the old systems, carrying 
competition to certain central points of dis- 
tribution without improving conditions at 
many of the intermediate points. 

Along these lines prairies and forests 
developed into farms, the hills and moun- 
tains gave their mineral resources to supply 
industry, towns and cities were builded; the 
continued life of which are dependent on 
the maintenance of their present transporta- 
tion facilities. We cannot abandon or 
destroy—even in part—the old lines of com- 
munication without working irreparable in- 
jury to millions of people who have builded 
their homes and invested their capital along 
the old lines of uneconomic development of 
transportation. 

The capital investment naturally cries we 
must clean the ship of the barnacles of time 
in order that we may make progress, and 
the industrial or agricultural enterprise 
located on modern lines of transportation, 
without giving thought to the other fellow, 
is loud in its cry that it should not be bur- 
dened to provide freight facilities for a less 
advantageously situated competitor. Must 
we not pause and consider what will happen 


to the enterprise located on the road that 
does not pay if we abandon it, and what will 
be the resultant effect on the country at 
large? Homes must be deserted, employ- 
ment cease, and distress and disaster follow 
in the footsteps of a policy so ill-advised. 

On the other hand, it must be conceded 
that we cannot stop the onward march of 
the nation’s development because when the 
sower sowed some of the seed fell by the 
way-side and some fell on stony ground and 
failed to bring forth fruit, but we should 
see to it that all future development will fall 
on good ground where the harvest may be 
bountiful. Yet he will be a poor husband- 
man who ruthlessly aids in the destruction 
of that which is already sown. 


Spirit of Fairness Required 


N truth the problem that confronts the 

allocation and rebuilding of our transpor- 
tation systems not only requires our best 
thought but should also be approached in a 
spirit of fairness and equity to all vested 
interests—both great and small. 

In the beginning the policy endorsed by 
public sentiment was to encourage build- 
ing wherever capital was willing to take the 
risk of an adequate return, and to regulate 
freight charges by encouraging competition. 
This policy was persisted in with advantage 
and also disadvantage, both to the builder 
and the shipper, until 1890, when the Con- 
gress, in response to the demands of the 
public enacted the so-called Sherman Anti- 
Trust Act, which was intended to combat 
the integration that was beginning to stifle 
competition. For thirty years our govern- 
mental policy, through the interpretation of 
the courts, became one of suppressing the 
consolidation of transportation facilities 
where competition was interfered with, 
and at the same time promoted the regula- 
tion of the charges for the transportation 
of freight. An anomalous position and one 
that in the end could not be maintained with- 
out unfortunate results to the shipping in- 
terests of America—for on the one hand, 
unlimited competition was to be encouraged, 
and, on the other, government regulation of 
freight rates was to be maintained, over- 
looking the fact that where just and fair 
rates were established, competition no longer 
affected them but only produced a lack of 
economy in the cost of transporting com- 
modities. 
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Under this system freight rates that 
allowed the weaker and less advantageously 
situated roads to earn sufficient net revenue 
to maintain their facilities and meet capital 
obligations produced more than abundant 
revenue for their stronger competitors and 
a rate that was only fair and just to the 
stronger road brought the weaker one to 
the verge of bankruptcy. 

Of course, this great divergence in earning 
capacity which roads running parallel to 
each other have experienced is not always 
due to the manner and method of their 
building, but some times to speculative stock 
expansion and unwise financing, the burden 
of which the shipper has been compelled to 
bear. 

It can be clearly seen that competing rail- 
road systems cannot adopt different rates 
on like commodities without the road pro- 
posing the lesser rate carrying most of the 
freight, and this is the obvious difficulty 
that has confronted every rate-making body 
that has endeavored to solve the problem. 


Lower Rates Demanded 


HERE is a strong and insistent demand 

coming from the producers and ship- 
pers of the country for lower freight rates 
and improved facilities of carriage. It can- 
not be ignored but must be met with candor 
and a full understanding of the facts that 
control the solution of the problem. In the 
first place every producer wants at least a 
slight advantage over his competitor in the 
ultimate market where his goods are con- 
sumed. This always will be so and is 
rather the irritant that keeps the question 
open, than a real basis that should control 
the final solution of proper rate adjustment. 
On the other hand, no man interested in 
our domestic development or the expansion 
of our foreign trade can close his eyes to 
the fact, that in a country like ours of vast 
distances, with our raw materials often far 
removed from the sea and water transporta- 
tion, with long hauls to the producing and 
consuming centers, that a material and 
permanent reduction in the cost of carriage 
is of vital importance to our future indus- 
trial and agricultural growth. 

Before the Great War the cost of car- 
riage was unsettled and unsatisfactory to 
all concerned. It produced constant agita- 
tion and unrest which of itself was unfor- 
tunate for every man’s business. 
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As an aftermath of the war, freight and 
passenger rates were increased without 
equal resultant improvement in transporta- 
tion facilities. 

The Commerce Year Book for 1924 is 
my authority for the statement that rail- 
way mileage and freight tonnage have not 
changed greatly since 1913. There has been 
an increase in ton-mileage, however, indi- 
cating longer average distances hauled. 
Ton-mileage figures in 1924 were 28.6 per 
cent. greater than in 1913. The average 
amount received per ton per mile has in- 
creased 53 per cent. since 1913, while oper- 
ating expenses have increased 102 per cent., 
operating revenue 86 per cent, and net oper- 
ating income 21 per cent. 

The same authority states: 

“The largest single item of expense in 
railway operation is labor, which during the 
last two years has taken four-ninths of the 
total operating revenues. Of $5,925,000,000 
total operating revenue of Class I railways 
in 1924, $2,630,000,000, or 44 per cent., was 
spent for labor compared with 44 per cent. 
in 1923, 55.4 per cent. in 1920 and 38 per 
cent. in 1916. A total of $1,978,325,000 or 
33.4 per cent. of revenues was spent for fuel 
materials and supplies, loss and damage, 
depreciation, equipment hire and rent, com- 
pared with 35.1 per cent. in 1923 and 28.7 
per cent in 1916. Taxes took $340,055,000 
or 5.7 per cent. in 1924, compared with 5.3 
per cent. in 1923 and 4.4 per cent. in 1920 
and 1916. In 1924 there remained 16.5 per 
cent. as net income with which to pay fixed 
charges on bonded debts and returns on 
other capital employed, compared with 15.3 
per cent. in 1923 and 28.9 per cent. in 1916.” 

These facts confront us in the considera- 
tion of ways and means to secure cheaper 
transportation facilities. The largest item 
is labor. There is no likelihood of its 
reduction as long as the cost of living con- 
tinues to advance. The next in size is 
materials, which are advancing in cost rather 
than the reverse, and taxes will be with us 
always. 


Where the Revenues Go 


HE railroads must meet their fixed 

charges or they cannot operate. We are 
therefore reduced to about 16 per cent. of 
their operating revenue out of which to pay 
bonded interest, dividends on capital and 
reduce freight rates. The funded debt in 
1924 was more than twelve billion dollars 
and the interest charges will consume more 
than half of the 16 per cent. available for 
capital account, so that only about 8 per 
cent. of the operating revenue is available to 
pay dividends on capital invested and reduce 
freight rates. Some of this capital was 
watered, but 5 per cent. interest on one-half 
of the outstanding capital would practically 
consume all that is left of the railroads’ 
revenue. 

This does not apply to certain railroad 
systems taken separately but does apply to 
all the Class I railroads taken as a whole 
and the rate-making body must make its 
rates to cover the whole situation or some 
of the roads must cease to do business. 

If this be true, where then can an im- 
provement in our present rate system be 
accomplished? More than five years ago 
the Congress took the first step looking to 


a better solution of the difficult problem 
that confronts us, when it reversed the 
policy of the past, which prohibited the con- 
solidation of competing lines, and enacted 
the so-called Esch-Cummins Act in 1920, 
which makes certain consolidation permis- 
sive with the approval of the Interstate 
Commerce Commission. It is true that 
under the old policy of competition, a num- 
ber of important combinations were made 
with the approval of the courts, but they 
were the exceptions to the rule. 


The New Consolidation 
Policy 


| aed we have a new policy to aid us 
in the solution of the old problem. 
The Act of 1920 and some other legislation 
placed the control and direction of rail- 
road rate-making so completely in the hands 
of the Interstate Commerce Commission 
that the Congress concluded it was merely a 
matter of lost motion to further insist that 
competition could any longer affect the mak- 
ing of railroad rates and fares. 

Therefore the Act of 1920 authorizes one 
railroad to acquire the control of another 
with the consent of the commission, either 
by pooling, lease, or stock purchase, if it 
improves the service, promotes economy, 
and is in the public interest. 

Under the act the commission is au- 
thorized to prepare and publish a suggestion 
or tentative plan looking to the consolida- 
tion of the existing railroads into a limited 
number of systems. Subsequently the com- 
mission shall approve a completed program 
and no consolidations shall thereafter be per- 
mitted that are not in harmony with it. 

The railroad consolidations contemplated 
by the act are permissive and are not 
mandatory, and the machinery for its ac- 
complishment is provided for in the legisla- 
tion. 

The issuance of watered stock is pro- 
hibited by a provision that limits the capital- 
ization to the actual value of the properties 
consolidated. 

The actual and main purpose contem- 
plated in these permissive consolidations was 
to establish a more satisfactory rule for 
rate-making. As I have already stated, a 
system of rates that would be satisfactory 
to the strong roads would destroy the weak 
one, and the new system of consolidation 
was deemed necessary in order that the 
commission might establish freight and pas- 
senger rates that under honest and economi- 
cal management could earn, as near as may 
be, a fair return on the value of the prop- 
erty, and secure more reasonable rates to the 
shippers for the service rendered. This had 
proven to be impossible when applied to rail- 
road organization of widely varying strength 
such as exists under the present régime. 


Combining Weak Roads 
With Stronger Ones 


ie was the purpose of the legislation that 
the weak roads should be combined with 
the stronger ones in such manner as would 
establish a limited number of systems—each 
of which could survive the making of reas- 
onable rates that would not produce ex- 
orbitant profits—a very ambitious under- 
taking I grant you, but the old system 
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of regulation had proven its  inequali- 
ties and utter lack of co-ordination as 
a basis for rate making, and was daily en- 
couraging the demand for government 
ownership. The new plan, if carried out, 
will undoubtedly eliminate financial weak- 
ness, and, it is hoped, will improve struc- 
tural instability and, if effectively adjusted, 
stabilize earning power so that a basis for 
rate making can be adopted that will be fair 
to the shipper and adequate to the carrier. 

It is expected that some economies will 
result from wisely adjusted consolidations 
due to the direct routing of freight, the 
saving of time and labor at terminals, the 
joint use of facilities, the standardization of 
materials and equipment, and improved 
credit with more reasonable rates of in- 
terest on borrowed capital. 

All of these suggestions relate to condi- 
tions that have developed in the past, but 
in the working out of the plans for con- 
solidation new and better facilities may be 
established for the future. It may be «truly 
said that if no more is accomplished by the 
Act of 1920 than the stabilization of railroad 
securities, the accomplishment of small 
economies, and slight, though general, reduc- 
tion of railroad rates, but little has been 
achieved for the producing and consuming 
public. 


Developing New Lines Along 
Natural Routes 


MOST vital equation in the future 

development of business and the con- 
tinued prosperity of the producing masses 
of our people is cheap and adequate trans- 
portation facilities. We cannot accomplish 
this by the confiscation of private property 
through the establishment of rates by law 
that do not produce an adequate return, but 
we can benefit by our experience in the past 
and develop our transportation lines along 
natural and economical routes where the 
freight will move along the lines of least 
resistance. 

In the past we have builded railroads to 
develop commercial centers or to favor cer- 
tain ports. We have carried our products 
destined for foreign markets over moun- 
tains when they might have drifted to the 
sea almost by gravitation. It is known tu 
all men that one engine and one crew can 
transport twice as many cars on _ level 
ground as they can going up a heavy grade, 
and yet we have often organized our freight 
systems to encourage the long and difficult 
haul rather than the short and easy one. 

In the early development of our railroad 
systems the builders were the owners and 
naturally promoted their lines to insure a 
fair and reasonable return on the capital 
invested, rather than along lines that would 
carry freight to the ultimate market of con- 
sumption at the least possible charge for the 
service rendered. As a rule, the shipper of 
that day was without railroad facilities and 
welcomed the coming of the new road at 
any price. The old conditions have now 
passed and a new era faces alike the shipper 
and carrier. More intense competition has 
developed both in the foreign and the home 
markets. The cost of production has greatly 
increased and has taken from the producer 
much of the margin that he could well 

(Continued on page 286) ; 
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- The Need for Uniform 


Fundamentals 


By GEORGE V. MCLAUGHLIN 


Superintendent of Banking, New York State 


Due to Variety of Conditions Prevailing in Various States, Code 


of Uniform Banking Laws Would Be Undesirable. 


Chief 


Weaknesses in Present State Laws Are Insufficient Paid-in Capi- 
tal and Inadequate Examination Into Those Seeking Charters. 


UE to the variety of conditions 
prevailing in the different states 
throughout the country, it would 
be virtually impossible to place a 
code of uniform banking laws in operation 
in all the states. Those who have made an 
exhaustive study of this subject have 
reached the conclusion that the introduc- 
tion of complete uniformity in the banking 
laws would be impracticable and, what is 
more, undesirable. I share this opinion. 
Experienced bankers will not need many 
illustrations to appreciate this fact. For 
instance in dealing with savings deposits, 
New York and California have exactly the 
same subject matter to treat, but yet the two 
states deal with it in two entirely different 
manners. In California, they have the com- 
bination of the savings trust and bank and 
require segregation in departments. In our 
state, we have the so-called mutual savings 
banks. There is not any likelihood that 
New York State would think of changing 
the character of its mutual savings banks, 
when it is comprehended that their re- 
sources exceed $3,900,000,000, with almost 
3% millions of depositors. 


Need Certain Fundamentals 


N my judgment, a uniform code of bank- 

ing is not the thing that bankers should 
try to work out of the present situation. 
What will serve the purpose—and serve it 
better than a so-called uniform. code is an 
outline embodying the principles of good, 
sound banking that would not in any way 
disturb the peculiar conditions obtaining in 
the several states. These principles would 
cover the fundamentals while the peculiar 
conditions that obtain in each of the states 
could be taken care of by some other de- 
tailed provisions without in any way dis- 
turbing the unified effect or benefits of the 
code. 

One of the troubles with the so-called 
uniform laws would be that banking would 
not remain stabilized any more than busi- 
ness does, and it would not change in ex- 
actly the same way in all parts of the coun- 
try at exactly the same time. A fairly good 
code today might prove to be absolutely 
useless out in the mid-Western part of the 
country because of some peculiar conditions 
obtaining there—and the same thing might 
be true so far as the Eastern states were 
concerned. 

In approaching the subject I have selected 


the code of our own state to point out 
certain sound principles. The banking laws 
of New York were completely revised in 
1914. The work was done by a commission 
made up of bankers and lawyers, their ad- 
vice was very helpful to the man who did 
the real work, Mr. George I. Skinner. The 
result of his work has been recognized to 
be by all bankers a model banking code. 
The best evidence of this fact is that the 
New York code has been used by some 
fourteen or fifteen states in the country. 


Different Classes of Banks 


HE approach, or at least the outline 

that I would have in mind, if I were 
going to attempt to solve this problem so 
as to bring about greater uniformity of 
banking laws, would be, first, to take the 
different classes of banking institutions 
that each state may have under the super- 
vision of their respective banking depart- 
ments. In our state, we have some eight or 
more. We have the banks, trust companies, 
savings banks, savings and loan associa- 
tions, credit bureaus, investment companies 
and private bankers. 

The provisions of the law should be such 
that each institution should be kept in 
its respective field and, as far as possible, 
any discriminating provisions of the law 
as between the institutions removed. 

The second part of the outline should deal 
with the operation of the bank. The 
principal thing to be borne in mind in draft- 
ing any banking code is to obtain a set of 
statutory provisions that will permit the 
maximum amount of efficiency and safety 
in the operation of -banks, rather .than to 
attempt to embody all sorts of restrictions 
that are seldom if ever enforced; and if 
they should be, they would greatly hamper 
the banks in their daily conduct of business. 

Some of the principal things that would 
have to be covered under that phase of the 
subject are reserves, and as a result of 
the establishment of the Federal Reserve 
Act, nearly all of our states have had to 
amend their reserve laws. In New York 
State, where a bank or trust company is a 
member of the Federal Reserve System, it 
observes the reserve requirements the pro- 
visions of the Federal Reserve Act in lieu 
of the provisions of the state banking law. 

Then, there are other safeguarding pro- 
visions, such as loans to officers and di- 
rectors. These must be kept to some fixed 
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percentage. Then there are loans on real 
estate and loans on other collateral. 

The part. that really deserves, the most 
attention in drafting banking codes is 
the bank organization. The outstanding 
weakness of most of the banking laws of 
the country is found in the provisions re- 
lating to bank organization, either the 
capital requirements—the amount to be paid 
being too small, or else the code does not 
require the Superintendent of Banks to 
make as thorough an examination into the 
proposed incorporators or the incorporators 
of the proposed bank as is necessary. 

The most important thing that can be 
written into any banking code, insofar as 
authority to be given to a Superintendent 
of Banks is concerned, is that he must have 
the broadest kind of discretionary power to 
decline to authorize a bank, first, if he does 
not believe that it will serve the public 
advantage and convenience in the locality 
where the incorporators seek to locate it; 
or, second, if he is not satisfied that the in- 
corporators, as proposed, are financially re- 
sponsible or well enough equipped by tgain- 
ing to properly manage a banking institu- 
tion. 


Liquidation of Banks 


— next part of the outline, in my 
opinion, should deal with a subject which 
is vastly important in some of the western 
states, the liquidation of banks. Effective; 
efficient and economical liquidation of banks 
can be had only by lodging with the Super- 
intendent of Banks absolute and complete 
authority to take charge of a bank—if he 
believes it to be in an unsafe or unsound 
condition—without the necessity of apply- 
ing to any court or any other official; and 
he should, furthermore, have the same ab- 
solute and complete authority in administer- 
ing the affairs of that closed institution. 
He should have authority to reorganize it. 
He should have authority to make any satis- 
factory agreement which in his opinion is 
for the best interests of the depositors. 
These considerations cover the big, im- 
portant provisions that should go into the 
outline, I believe, but with such an out- 
line on that subject we ought to have a 
little appendix telling the supervisors what 
should not go in the code, because just as 
much trouble and loss has been created by 
what is in the banking code as by what is 
(Continued on page 289) 
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How the State Banks Are Aiding the Farmer 


HE State Bank Division completes 

] the tenth year of its existence as a 
distinct department of the American 
Bankers Association. Its creation was born 


of a desire more adequately to protect the- 


interests and serve the needs of banks which 
operate under charters issued by the various 
states of the Union. In this group are in- 
cluded the trust companies and many large 
banks located in the great centers of popu- 
lation of the country. However, by far the 
greater number of banks of this class are 
those smaller institutions established in the 
outlying districts, in the smaller cities, 
towns and villages, and particularly in the 
far-flung agricultural sections which consti- 
tute the Nation’s future hope and depen- 
dence. 

The State Bank Division therefore may 
fairly be designated as the powerful country 
bank arm of the American Bankers Associa- 
tion. 

The State Bank Division, in point of num- 
ber of members, is by far the largest and 
strongest separate division of the American 
Bankers Association. The membership dur- 
ing the past year exhibits a healthy condi- 
tion, despite the especially heavy mortality 
among banks through mergers, liquidations 
and failures. The year just past has wit- 
nessed the passing of a great many of the 
small banks, in one way or another, due to 
inability to longer combat successfully the 
adverse conditions which beset them. Most 
of these banks were located in communities 
where agriculture in some form is the basic 
industry. 


New Members Replace Losses 


N August 31, 1925, our records showed 

membership of 11,855 of which 10,372 
were active and 1,483 were associate mem- 
bers. During the year 695 members were 
lost through the merging or closing of banks, 
while 567 new members were gained. This 
leaves our total membership approximately 
the same as last year. 

For three years our Division has en- 
deavored to help in the creation of favorable 
sentiment toward the development of facili- 
ties for the cooperative marketing of agri- 
cultural products along sound economic 
lines. At the outset of our efforts we made 
a careful survey of the subject as to the 
organization, management and accomplish- 
ments of cooperative associations. This in- 
formation was summarized and sent to our 
membership. Later a comprehensive book- 
let entitled, “Principles and Progress in co- 
operative Marketing of Farm Products,” 
was prepared and published. Each phase of 
cooperative marketing was treated in an 
article by a recognized authority. 

This booklet almost immediately gained 
favorable recognition and is now in use in 
more than thirty colleges as a text on co- 
operative marketing. 

While there have been some conspicuous 
failures recently in efforts to establish co- 
operative grain marketing associations, so- 


By W. C. GORDON 


Retiring President of the State Bank Division 


called, we cannot subscribe to the belief that 
the principle of cooperative marketing has 
been proved fallacious. Collateral causes, 
due mainly perhaps to manipulation and ex- 
ploitation for private profit, brought about 
the failure of these organizations no doubt. 
The number of associations now operating 
successfully and to the satisfaction of mem- 
bers, based on a true spirit of unselfish co- 
operation, conducted on sound business prin- 
ciples and divorced from any suspicion of 
private exploitation, prove that the scheme is 
entirely feasible and workable. 

Though agricultural conditions are some- 
what better this year than they have been 
recently, the farm problem is still far from 
a satisfactory solution. There is still too 
great a disparity between the price received 
by the farmer for his products and the cost 
of the things he must buy. When this great 
group of industrialists ultimately unite to 
keep under their own control the orderly 
marketing of the things which they produce, 
and receive proper return for the expendi- 
ture of their labor and capital, subject to the 
natural and inevitable vicissitudes which af- 
fect any business, a long step will have been 
taken toward the alleviation of the ills, fin- 
ancial and otherwise, which hamper the in- 
dustry of agriculture. 


State Bank Supervision 


N the field of state bank supervision it 
has been apparent for several years that 
state banking laws were increasing at an 
alarming rate, both in multiplicity and di- 
versity. As a preliminary step in checking 
this evil, four years ago, at the request of 


Iowans at the convention. Left to 
right—L. A. Andrew, Superintendent 
of Banks, Des Moines; Joel H. Mc- 
Cord, Citizens National Bank, Spen- 
cer; Frank Warner, Secretary, Iowa 
Bankers Association; T. R. Watts, 
President, The Citizens Bank, Grand 
Junction 
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the State Bank Division, under the leader- 
ship of Craig B. Hazlewood, Chairman of 
the State Legislative Committee, General 
Counsel Paton undertook the task of pre- 
paring a complete and indexed digest of 
statutory law in all the states on all sub- 
jects related to banking. 

This work has been completed and is now 
available for reference. Its chief value lies 
in the fact that it supplies a basis for the 
comparative study of any particular phase of 
banking in the several states, a thing here- 
tofore practically impossible. This digest 
has been valuable as an aid in checking di- 
versity and promoting better and more uni- 
form state banking laws. 

As a further step, the Division, by resolu- 
tion, decided to work actively for more uni- 
formly efficient state bank supervision, with 
a view to the correction of some of the 
hampering provisions of the laws which 
the state supervisors themselves find objec- 
tionable in the prosecution of their work. 


The Changes Needed 


CONSENSUS of opinion as _ to 

changes needed to strengthen the work 
of state bank supervision centers in the fol- 
lowing recommendations : 


1. Provide an adequate salary. 

2. Remove the office from partisan politics by pro- 
viding for the commissioner’s election or nomi- 
nation by bankers. 

. Select the bank commissioner for a term of 
five years. 

. Give the commissioner large discretionary power 
in granting charters and enforcing regulations. 

. Provide a sufficient number of well-qualified ex- 
aminers, with adequate pay, and make their 
appointment free from partisan influence. 

. Give the banking department full authority to 
act as receiver in the case of failed banks, this 
being thought more expeditious, more economical 
and more satisfactory in every way. 

. Require that the bank commissioner should have 
not less than five years of successful banking ex- 
perience and possess recognized executive 
ability. 


Work of the Committees 


_— Federal Legislative Committee, un- 
der the leadership of Chas. S. McCain, 
Chairman, has centered its activities largely 
in efforts for the favorable consideration 
and support of the McFadden Bill which 


was before Congress. One result of their 
work was in securing the embodiment in the 
bill of a section providing for increased 
loans on staple agricultural commodities. 
The committee is on record as strongly 
favoring the enactment of legislation which 
will give to all members of the Federal Re- 
serve System, both state and national banks, 
the right to act as government depositories, 
which privilege is now exercised by national 
banks. 

The Public Service Committee, under the 
chairmanship of M. H. Malott has been 
conducting a campaign directed against the 
flotation and sale to the public of fraudu- 
lent and worthless so called securities. 

Chairman Malott addressed a letter to the 
membership on the subject of educating the 
public relative to the worth of investments 
offered and sent this with a booklet. 
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rust Company Division 


The Operation of a Trust Company and Its Service in the 
Administration of an Estate Strikingly Shown in a Playlet in 


Which Division Members Take the Roles. 


Movement Growing. 


N innovation in the illustration of the 
practical work of an important 
phase of the banking profession 
was offered at the Atlantic City 

convention of the American Bankers Asso- 
ciation in the presentation by the Trust 
Company Division of a playlet, “Squaring 
Promise With Performance,’ which was 
announced as a demonstration of selling 
trust service. 

The leading roles were taken 
effectively by members of the 
Division and the idea, as well 
as the performance, received 
much favorable comment. 

William Rhodes Hervey, 
vice-president of the Pacific 
Southwest Trust & Savings 
Bank, Los Angeles, arranged 
the play, which deals with san 
incident in the business life of 
a trust officer and with some 
of the people with whom he 
comes in contact and their 
problems. 


Mr. Hervey in Leading 
Role 


HE cast was headed by Mr. 

Hervey himself, who took 
the role of Trustee. Other 
characters and the persons who 
portrayed them were as _ fol- 
lows: 

Mr. Average Citizen—Louis A. 
Bowman, vice-president of the Amer- 
ican Trust and Safe Deposit Com- 
pany of Chicago. 

Mr. Lawyer—Robertson Griswold, 
vice-president of the Maryland Trust 
Company of Baltimore. 

Mrs. Average Citizen—Miss Anne 
L. Seward of the Empire Trust 
Company of New York City. 

Mr. Creditor—Robert W. Harden, 
vice-president of the Westfield Trust 
Co., Westfield, N. J. 

Mr. Appraiser—John W. Chalfant, 
trust officer of the Colonial Trust 
Co., Pittsburgh, Pa. 

Mr. Real Estate Man—H. F. 
Whitney, trust officer of the Empire 
Trust Company of New York. 

Mr. Securities—James_ Rattray, 
assistant vice-president of the Guar- 
anty Company of New York. 

Mr. Taxation—R. H. Berry, assistant secretary 
of the Detroit Trust Company. 

The two children—Miss Mary Horn, 3% years 
old, of Denver, Colo., and Master Colvin Wright, 
9 vears old, of Pittsburgh. 

Secretary to Mr. Trustee—Miss G. N. Gilder- 
sleeve of New York 

Stenographers—Mrs. Mary C. Smith and Miss 
Ruth Thatcher of Atlantic City 


The Story of the Play 


a action of the play opens in the of- 
fice of Mr. Trustee, to whom Mr. Aver- 
age Citizen comes to see, as he says, “what 
sort of provision you make for the protec- 
tion of a man’s family after he is gone.” 
Mr. A. C. has just had a narrow escape in 
an automobile accident and has begun to 


think what might have happenel to his 
family had he been killed, leaving his per- 
sonal and business affairs in a tangle. He 
says that he must have a will drawn. He 
wonders if it is a good thing to name one’s 
wife as the executrix of one’s estate. 

Mr. Trustee at this point begins an ex- 
planation of the facilities of the modern 
trust company and the protection it affords 


FRANCIS H. SISSON 


President Trust Company Division, 
American Bankers Association. 


a man’s family after he has gone. He tells 
Mr. A. C. that in some cases it may be an 
excellent thing for a person to name a mem- 
ber of his family as executor, but it is his 
belief, from many years of experience, that 
the corporate trustee, or the corporate ex- 
ecutor, is superior in 90 per cent of cases to 
any private individual. 

Mr. A. C. is a bit worried by the fear 
that his wife might feel that he had lacked 
confidence in her if he should name a cor- 
porate executor, so Mr. T. advises him to 
talk that matter over with Mrs. A. C. It 
develops that Mr. A. C. already has done 
that and that his wife has left it to his 
judgment. 
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Mr. Trustee then inquiries into the 
business and personal resources of Mr. 
A. C. He learns that Mr. A. C. is a part- 
ner in a manufacturing concern, that his 
salary is $15,000 a year, that he has an estate 
of around $200,000 in addition to his busi- 
ness, that he has a home worth between $25,- 
000 and $30,000 and that there are two small 
children, a boy of 9 and a girl of 5. The 

chief concern of Mr. A. C. is 

that his estate be so managed 

that his widow be comfortably 

situated for the remainder of 

her life and that his children 
. be properly educated. 


Two Courses Open 


R. TRUSTEE offers Mr. 
A. C. two methods—of 
merely willing the estate to the 
widow and the children, with 
their having control of it after 
the period of probate, which 
would be from ten to fifteen 
months, or the establishment of 
a trust, with the body of the 
estate held intact, invested and 
reinvested and managed care- 
fully until such time as the will 
should set for distribution. 
Mr. A. C., after having heard 
in detail the methods followed 
in providing for the division 
of a trust and the payment of 
the income, decides that he 
should like to have the estate 
remain in trust, $5,000 to be 
paid to the widow immediately 
on his death. When the children 
reach their majority, he wishes 
one-half of the income from 
the estate to go to the widow 
and the children to share the 
other one-half equally. Other 
details are discussed and Mr. 
A. C. goes to his lawyer to 
have his will drawn, since Mr. 
Trustee tells him that the trust 
company does not write wills but only ad- 
ministers them and exercises trust functions. 


Will Drawn by Lawyer 


Wi) Sar next scene is in the lawyer’s office 
where the will is drawn according to 
the wishes of Mr. A. C. Here, Mr. A. C. 
stipulates that in the event of the death of his 
wife and children the entire principal of the 
estate should be administered through the 
community trust of his home city. His 
insurance, of $50,000, he explains, is made 
payable directly to his wife, but he feels 
that she should have some protection on 
this money as well as on the other part of 
the estate. Mr. Lawyer advises that the in- 
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surance be handled by the voluntary life 
insurance trust and the proceeds be made 
payable to the trustee, so that it may be in- 
vested and the income disbursed in connec- 
tion with the income of the principal, as 
provided for in the will. This is done, and 
that the insurance may not be seized for any 
debts that might be left, a spendthrift clause 
is inserted. 

The scene again is the office of Mr. Trus- 
tee. Mr. A. C. has his will duly drawn and, 
with the trust agreement on the insurance, 
ready for receipt. Mr. Trustee, after hear- 
ing of the insurance matter, advises Mr. 
A. C. that he does not believe the latter car- 
ries enough insurance, in view of the heavy 
drain on the estate of a person in the first 
year after one’s death— inheritance taxes, 
federal taxes, costs of administration, at- 
torney’s fees, etc. Mr. Trustee tells him 
that at any time he wishes to increase his 
life insurance he can add to the trust fund 
based on the life insurance by merely putting 
in an additional policy, to be administered in 
connection with the other matters. 


After the Husband Dies 


HE next scene shows the widow of Mr. 

A. C. calling at the office of Mr. Trus- 
tee. She learns for the first time of the de- 
tails of her husband’s estate and is told by 
Mr. Trustee that while Mr. A. C. left a 
very substantial fortune she must remember 
that his chief source of income was his 
salary. Therefore, she is told, she must reg- 
ulate the expenses of herself and her chil- 
dren to come within their reduced income. 

Mr. Trustee estimates that her income 
will not be more than $500 a month. He 
tells her, however, that during the progress 
of the administration of the estate she may 
have a bit more liberal allowance. Mr. 
Trustee assures Mrs. A. C. that in his opin- 
ion she has been very well provided for and 
she leaves with a sense of security and of 
gratefulness for the service of the trust 
company. 

Next enters Mr. Creditor, who presents 
to Mr. Trustee a bill from a store for 
$1,566.78. He says that it is an account 
which ‘has been running for a number of 
years, and while payments have been made 
from time to time, no actual settlement ever 
has been made. 


Itemized Account Demanded 


R. TRUSTEE calls Mrs. A. C. on the 

phone and verifies the account, although 
Mrs. A. C. had no idea it was so large. She 
thought that-it should be around $300, since 
her husband always had paid all bills month- 
ly. Mr. Trustee then tells Mr. Creditor to 
furnish an itemized statement for the last 
two years, have it sworn to and sent to the 
counsel for the estate. If it is correct it 
will be paid promptly. 

Mr. Appraiser is next with the report 
that the family home of Mr. A. C. had been 
appraised at $32,000. Mr. Trustee frankly 
says that he thinks this figure far too high, 
that the property surely is not worth more 
than from $20,000 to $23,000. An automo- 
bile which has been appraised at $2,500 he 
contends could not be sold for more than 
$1,250. 

Mr. Appraiser says that while he did not 


do the work of appraisal himself he must 
have concrete facts to cause him to changé 
the figures, and departs. 
Thereupon, Mr. Trustee calls in the trust 
company’s Real Estate Man, who says that 
he has found by thorough investigation that 
the home of Mr. A. C. might possibly bring 
$25,000. He gives a detailed report. 


Reports of Other Experts 


HE company’s Mr. Tax Man also is 

called in and reports that the estate of 
Mr. A. C. is ordinary and average with no 
unusual tax complications. He furnishes a 
complete summary of all taxes paid and un- 
paid, and concludes with the statement, “I 
find there are only 25 deputy’ taxes to be 
paid in connection with this’ estate.” Mr. 
Securities reports on the stocks and bonds 
held by Mr. A. C. He recommends that 
some be sold and the money reinvested more 
profitably. 

Mrs. A. C. returns to -the office of Mr. 
Trustee to see how matters are progress- 
ing and is overjoyed to hear that a complete 
analysis of the whole situation shows that 
she will have an income of $1,000 a month, 
instead of $500, for a year at least and cer- 
tainly enough monthly thereafter to live 
comfortably and well. She is told that all 
the remainder of her life she will have one- 
half the income and that when the children 
are grown and they receive one-half the 
income between them, a readjustment of liv- 
ing conditions may be necessary for her. 
Mr. Trustee assures her that the company 
will aid her in disposing of her home if she 
desires a smaller one by that time and will 
be ready to assist her in any other problem 
that may arise. 


The Division’s Meeting 


presentation of the playlet was only 
one feature of the Trust Company Di- 
vision’s meeting. Addresses were made by 
the retiring President, Lucius Teter, and 
Uzal H. McCarter, president of the Fidelity 
Union Trust Company, of Newark, N. J., 
who spoke on “Visions Realized.” President 
Teter spoke as follows: 


Worle conditions appear now to be 
vastly improved over any time in re- 
cent years. Ini fact, the past year has 
marked tremendous progress in the readjust- 
ment of international relations, and in the 
arranging of Governmental debts and financ- 
ing. It is a matter in which we can take 
just pride that American financiers and 
business men, as well as political leaders, 
have contributed to this desired end. While 
this work has been going on, our American 
people have become clearer each day in 
their understanding of international obliga- 
tions and world responsibility. 

We find business generally, in the United 
States, in a most satisfactory condition. 
Surplus stocks of manufactured goods, many 
held over from inflation periods, have been 
disposed of. The railroads have been much 
more prosperous, employment at profitable 
wages has been general, and money has 
been plentiful at moderate rates, encourag- 
ing the advancement of commerce and the 
extension of building operations on a scale 
greater than in any previous year. Irrespec- 


tive of partisian bias, the thinking people 
of the country are almost a unit in their 
approval of the common sense, clear think- 
ing, straightforward administration of affairs 
at Washington. 

Finally and most important of all, the 
farmers of the United States, with rare ex- 
ception, due to local weather conditions, 
have had the best year since the close of the 
war. The vast sums which they have earned 
have made it possible for them to show a 
substantial reduction in their debts, and have 
enabled them to make purchases of goods 
and machinery which they have long needed. 


Trust Companies Benefited 


HE Trust Companies of the United 

States have had their share of work and 
responsibility in connection with all of these 
matters, and we believe have aided greatly 
in their accomplishment. As a fair result 
of this, they too have had a profitable year, 
and on this date it is important to us to be 
able to say that the institutions which we 
here represent are stronger, more prosper- 
ous and more useful to the American public 
than upon any previous date. There has 
been an increase in the banking resources of 
trust companies during the past year of two 
billions of dollars. 

We do not know of any case during the 
past year in which there has been the slightest 
loss in. connection with a trust through its 
improper handling by a trust company. 

For you to get the picture of the activities 
of this great Division of the American 
Bankers Association, it would be necessary 
for you to observe the day to day work of 
cur office in New York. From this office, 
our secretary and his staff, not alone give 
aid to our numerous committees, but they 
give daily help to individual members of this 
Division, and others who are interested in 
corporate trust work. It is our constant 
purpose to contribute to good trust service 
wherever and by whomsoever it is being 
conducted. In fact, it is my firm belief, 
that the demand for corporate trust service 
in the United States has attained such pro- 
portions that the problems of the future are 
much more concerned with the proper han- 
dling of business than with the problems of 
securing business, for the undoubted ad- 
vantage of a corporate trustee is becoming 
more and more clearly recognized. 


The Lawson Will an Example 


NE outstanding incident of the year 

will serve to illustrate others—Victor 
F. Lawson, for many years the owner of the 
Chicago Daily News, a man of large affairs 
and experience, provided in his will that the 
Illinois Merchants Trust Company should 
handle his estate. This estate estimated at 
approximately twenty millions of dollars, is 
thus assured of the permanent and impartial 
supervision of the men in charge of this 
trust company. 

The increase of wealth both corporate and 
individual, the rapid development of the 
insurance trust idea, and the vast amount of 
life insurance that will be paid within the 
next twenty-five years, give us every assur- 
ance of great responsibilities ahead of us. 


(Continued on page 295) 
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When the Currency Policy was a National Issue 
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Trust Company Visions Realized 


By UZAL H. MCCARTER 


President, Fidelity Union Trust Company, Newark, N. J. 


The Modern Organization Embodies the Spirit of Service to the 


Community That Its Originators Intended It Should Bear. Early 
Obstacles Have Been Overcome and the Field of Usefulness to 
the Public Is Steadily Widening. Publicity of Trust Estates an Aid. 


HE early history and genesis of the 

trust company idea was the recog- 

nition on the part of those respon- 

sible therefor of the necessity of a 
form of corporation other than those exist- 
ing at that period for the extension of the 
banking business of the country under the 
control and supervision of the several states, 
in addition to that under the Federal govern- 
ment, with particular reference to corporate 
management of fiduciary business, and the 
early recognition of the necessity of a bet- 
ter system for the management and han- 
dling of estates and the funds of incompe- 
tents. 

The increase of wealth in the country and 
the realization on the part of rich parents of 
the desirability of the creation of long trusts 
for the protection of their families—for the 
truth of the statement that “it is only three 
generations from shirt sleeves to shirt 
sleeves” had been clearly demonstrated in 
this country even in those early days— 
brought into being the thought of corporate 
trusteeship, and that thought fell upon a 
fertile public mind, with the result that at 
the present time the vision and foresight 
of our predecessors in this business have 
been realized way beyond their anticipations. 


Early Opposition Recalled 


HE introduction of so revolutionary a 

practice for the protection of one’s fam- 
ily and estate shared in slow growth and 
development with all other ideals really 
worth while. The interest of that class of 
people to whom the business. had. hitherto 
come as individuals seemed to them to be in 
jeopardy, and opposition to the idea was 
aroused, particularly among the legal pro- 
fession, who, with a narrow vision, felt 
their interests were prejudiced thereby and 
who, consequently, endeavored throughout 
the length and breadth of the land to create 
a public sentiment resulting in legislation ad- 
verse to the idea of corporate fiduciary 
management. But, the intelligent activity 
on the part of our Committee on Coopera- 
tion with the bar and the very general adop- 
tion of its recommendations in the execu- 
tion of our daily business by our members 
have done much to demonstrate to any fair- 
minded member of the bar that his interests 
are not only not injured by the extension of 
the corporate fiduciary policy, but are actu- 
ally benefited thereby. 

Prior to September, 1896, the trust com- 
pany idea was exceedingly limited, though 
there were certain conspicuous exceptions, 
notably the Farmers Loan and Trust Com- 
pany of New York, which recently cele- 


brated its hundred years of successful exist- 
ence. But September, 1896, marked what is 
now coming to be generally known and rec- 
ognized as a distinct turning point in Ameri- 
can social development and thus in a broad- 
er sense in the lives of men, women and 
children throughout the length and breadth 
of this land. 


The Splendid Results Achieved 


HAVE referred to some of the prob- 

lems which confronted those who had 
the early vision of the trust company idea, 
but the recollection of the difficulties en- 
countered, while still vivid in the minds of 
those of us who were connected with the 
work of the earlier trust companies, is en- 
tirely engulfed in the unqualified success 
of the idea, not only in its practical develop- 
ment but also in the splendid results which 
have been achieved in the social and eco- 
nomic changes above referred to. 

The trials and tribulations of the early 
pioneers are forgotten, but the modern trust 
company stands as a monument and tribute 
to their breadth of vision and steadfast 
courage to successfully develop their idea, 
and the formation of this Section of the 
American Bankers Association, and the 
work which its members have performed 
during the past thirty years have been of 
the greatest benefit to the fruition of the 
ideals. 

And, in referring to the early formation 
of the Trust Company Section, honor should 
always be accorded to Breckenridge Jones, 
of the Mississippi Valley Trust Company of 
St. Louis, who was the organizer of the 
Section and who has always been a defender 
of the trust company idea, and whose fore- 
sight in the creation of a common center for 
the protection of the idea and the several 
unit members will live long after the indi- 
vidual has passed beyond. 


A Defeat That Proved a Help 


HE Trust Company Section has never 

hesitated in the protection of the inter- 
ests of its members, even to the extent of 
appealing to the courts, and its endeavor to 
obtain a decision upon the constitutionality 
of that portion of the Federal Reserve Act 
which extended to national banks the right 
to do a fiduciary business, was carried to the 
highest court, not because the trust com- 
panies resented the competition bound to 
arise, but having been advised by counsel, 
than whom the country afforded no more 
competent, that: the section of the act at- 
tempting to convey such powers was un- 
constitutional, the Trust Company Section, 
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at the expense of its individual members, 
sought to and did obtain the judgment of 
the highest court, which was adverse to the 
trust company contention, though the com- 
mittee having the contest in charge was in- 
formed by counsel that the decision was 
based upon expediency and not upon law. 

The decision as rendered, however, ‘be- 
came the fixed law of the land and still re- 
mains so, and the doubt as to its constitu- 
tionality being removed, the trust companies 
of the country welcomed their national and 
state cousins in the business, and, as far as 
I know, have never hesitated to render aid 
and assistance to any national or state bank 
in the formation of trust departments, at the 
same time jealously guarding their interests, 
to the end that the different classes of insti- 
tutions should operate upon equal privileges 
and rights without preference to any. 

And it is my deliberate judgment that the 
extension of the right to do a fiduciary busi- 
ness to other classes of institutions than 
trust companies has proved a decided ad- 
vantage to that class of trust companies 
which have created trust departments fully 
equipped and ably managed, in that the ad- 
vantages to the public of corporate trustee- 
ship are more fully and generally promul- 
gated at the present time than ever before, 
and it therefore depends upon individual 
effort to secure the business. 


Pitfalls and Dangers 


has always been con- 
sidered a healthy stimulus to success- 
ful effort, and, unless carried to an unwar- 
ranted degree, is desirable in the acquisition 
of trust business, but the tendency among 
many beginners in the business and among 
trust company officials in the larger cities is 
to build up the business, using the growth 
and results as a by-product of their banking 
business, evidently believing more in the vol- 
ume of the business than its reasonable and 
legitimate profit therefrom. The result is 
that it is no uncommon practice for the pros- 
pective customer to shop from one company 
to another to ascertain where he can make 
what he believes to be the best deal, though 
such an arrangement does not always prove 
to be the cheapest. 

Trust business, as I view it, is full of pit- 
falls and dangers to the company practicing 
it with a decided tendency on the part of the 
courts to decide all doubts against the 
trustee in favor of the beneficiary and with 
a steady and progressive lessening of the 


award to the corporate trustee, though the 


counsel in the case is generally well pro- 
tected. 
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With the risks of the business greatly en- 
hanced, with the tendency of lower allow- 
ances by the court and with the greatly in- 
creased cost in the handling of the busi- 
ness, it would seem as though there should 
be some greater recognition on the part of 
companies performing this class of business 
of the value of the service rendered, and 
while the character of the service to be ren- 
dered should always be the highest desid- 
eratum on the part of the trust company 
official, nevertheless the “laboror is worthy 
of his hire” and in every case he should en- 
deavor to secure compensation commensu- 
rate with the character of the service ren- 
dered and the difficulties involved. 


Reasonable Profit Essential 


resulting from the business is an abso- 
lute essential to the permanent operation on 
a high plane and conservative basis, both of 
which are necessary to the proper building 
up of a successful trust business. 

I have noticed, with much appreciation, in 
the current issue of the magazine devoted to 
trust company interests, several strong edi- 
torial comments upon the question of the 
allowance of proper fees for trust work per- 
formed, and once again I bear tribute to the 
management of the Trust Company Section, 
which has consistently been endeavoring to 
educate the members upon this question and 
which has, through an appropriate commit- 
tee, after an exhaustive analysis, prepared a 
schedule of fees which, in the judgment of 
the members of that committee, are just and 
reasonable. 

This schedule has been distributed among 
the trust companies of the country, with the 
recommendation that the rates therein con- 
tained be strictly adhered to by the oper- 
ating ‘companies. Much good: has been ac- 


Pennsylvanians at the convention—Left to right—Samuel P. Cloud, cashier, First 


complished by this method of education, 
particularly among those companies located 
outside of the big cities. Those within the 
big cities are a law unto themselves and do 
not recognize cooperative action, though I 
have recently noticed a change, even in their 
actions, looking toward higher rates. 

With the lapse of time and the rapid 
growth of trust company usefulness has 
developed a much broader field of en- 
deavor. The original conception of a trust 
company’s function was to manage the es- 
tate of decedents, while the present hope 
and ambition of the modern trust company 
is to look after the living as well as the 
dead. 

The vast accumulations of wealth in the 
growth and development of the country have 
produced additional functions to which the 
trust company idea has been applied. The 
secretarial trust account, the management 
and custody of the funds and securities of 
churches and charitable institutions, the cre- 
ation of the community trust, the coopera- 
tion with the great life insurance companies 
of the country in the establishment and 
operation of the insurance trust, and so on 
through every field of endeavor are new 
methods discovered by and through which 
trust companies can be of service in the 
community. 

The modern trust company is not only a 
business, but it partakes of many of the 
attributes of a profession, and, like the other 
professions, should only be managed by 
those who have been thoroughly trained to 
meet and successfully overcome the many 
and complex problems of daily management. 


Publicity a Vital Factor 


CAN well remember when the solicita- 
tion of trust estates was considered to be 
a matter of extreme indelicacy, if not im- 


National Bank, West Chester; D. T. Hess; Jr., Cashier, The Manheim National 
Bank, Manheim; B. C. Washington, assistant trust officer, and George Balderston, 


assistant treasurer, Chester County Trust Company. 


pertinence, and under no circumstances to 
be undertaken. At the present time every 
live trust company of a size sufficient to 
warrant the expense has an annual appropri- 
ation of large sums for publicity and in ad- 
Gition thereto maintains a corps of trained 
solicitors whose duty it is to educate the 
public as to the advantages of corporate 
fiduciary management, in particular to “sell” 
to the prospect the special merits of the cor- 
poration he serves. These solicitors are not 
only salesmen, they are educators and are 
doing a great work in arousing a popular 
interest in trust companies and their work. 

The vision of our forebears who origi- 
nated the trust company idea has been real- 
ized in the modern institution, which embod- 
ies in its organization the spirit that its duties 
are of a most sacred character, and that its 
only hope of growth and success is that the 
public, with whom it has the most confi- 
dential relations, will have the utmost con- 
fidence, not only in the corporation itself, 
but more especially in the personnel control- 
ling its destinies. Then and not until then 
will the trust company of today develop into 
even greater usefulness to the public and 
service to the community. 

The picture of trust companies in the 
United States is an impressive one. The 
great cause goes steadily on. The day will 
come when trust company administration of 
estates will be as commonly accepted as the 
use of a checking account. To the men of 
the earlier trust companies vast honor is 
due for the clearness of their vision. They 
have handed on to us a bright heritage, one 
which challenges our best devotion, merits 
complete consecration and is_ inspiring 
through the depth and breadth of its hu- 
manitarian aspects. 


Membership Dues 


membership dues was forwarded to all 
members under date of September 1, 1925, 
together with an insert for the membership 
sign. On the reverse side of the certificate- 
draft a schedule of dues was printed, but if 
the certificate has been misplaced, members 
are referred to the schedule of dues on page 
115 of the August, 1925, issue of the Jour- 
NAL. A remittance based on such schedule 
may be forwarded. 

Approximately 75 per cent of all banking 
institutions are members of the American 
Bankers Association, and it is very gratify- 
iry to report that most of our members have 
paid dues for the current fiscal year. 

Members who have not should send a re- 
mittance in New York funds direct to the 
American Exchange-Pacific National Bank, 
New York, making checks payable to the 
order of that institution. The by-laws pro- 
vide that membership dues are payable in 
advance as of September 1. and to avoid un- 
necessary correspondence and delay members 
are requested to remit promptly. Such co- 
operation will be appreciated. 
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Reshaping Philanthropic Habits 


By RALPH HAYES 


Director, New York Community Trust 


Bequests Directing Impossible Action Frequently Come to 


Light. 


mate Execution but Is Difficult to Invoke. 
of What to Do With Tired Endowments Finds Solution. 


AUDEVILLE performers a couple 

of seasons ago used to recount the 

misadventure of the old Philadel- 

phia gentleman who had not quite 
caught up with the dizzy rush of events 
and who shot two mail carriers from the 
roof of a building, under the impression 
that he was firing on a couple of Confeder- 
ate soldiers! 

That story seemed to have some elements 
of improbability about it, but I am becom- 
ing more credulous since reading a court 
record a few days old concerning a proposal 
in that same city to start a fund to promote 
the objects of the Pennsylvania Anti-Slavery 
Society! The man proposing the creation 
of that fund does not know that there are 
not any slaves in Pennsylvania any more and, 
in the absence of better ouija boards, there 
appears to be no way of acquainting him 
with that fact. He has been dead since 
January of 1845. In his day the slavery 
issue was coming to overshadow all the 
other troubles of the nation, and he decreed 
in his will that a life use of his estate should 
go to his little daughter, and at her death, 
should go in part to free black men from 
bondage. His daughter lived until a few 
months ago. 


An Anti-Slavery Bequest 


ND now the court finds on its doorstep 

this anti-slavery bequest, arriving three 
quarters of a century late. The only thing 
it can do, the court has decided, is to nullify 
the proposed charity, and divide the funds 
among all the descendants of all the lega- 
tees of this man who died before the War 
with Mexico had started. Any of us who 
can trace his lineage back to any legatee of 
this Churchill Huston will find a windfall 
awaiting him in Philadelphia—but not a 
very large one, for the bequest amounts to 
only $500, and if at least 5000 people do not 
rush forward and confess relationship to 
the heirs of Mr. Huston, things are not what 
they used to be. 

Unhappily, there is nothing unique about 
this Philadelphia incident. In one form or 
another this problem of charitable benefac- 
tions that simply will not jell has been be- 
deviling courts and legislatures for centur- 
ies. Usually when these bequests go astray, 
they do not become wholly impossible of 
execution as this one in Pennsylvania did. 
Instead they just become progressively a 
little more foolish or futile or fantastic. 

Walking up Fleet Street in London not 
long ago, I stopped at the Chancery Courts 
and happened to hear the arguments in the 
case of one Rebecca Robinson. Mrs. Robin- 
son had left a fund of £1,500 to a church 


“to propagate sound evangelical doctrine,” 
and she prescribed precisely what constituted 
sound evangelical doctrine. She ordered that 
no organ recitals should be held in her 
church; that a particular kind of cloth 
should cover the communion table; that the 
congregation should stop its habit of chant- 
ing psalms. She even set down the style of 
gown the minister should wear in the pul- 
pit. And she made compliance with her 
conditions a prerequisite to receiving any 
income from the fund. The church at- 
tempted to carry out-all the requirements, 
and succeeded in fulfilling all but one—the 
one about the gown. That one had been 
rendered entirely obsolete by the practice of 
the Church of England. The trustees there- 
fore applied to the court to find out how 
they could prevent the whole bequest from 
being paralyzed by one _ inconsequential 


phrase about the kind of clothes the minister 


should wear. 


The Cy Pres Doctrine 


OW when the impracticability of liter- 

ally executing these trusts becomes suf- 
ficiently extreme, the state itself will inter- 
vene. It will assert what is called the cy 
pres doctrine. That is to say, that when 
absolute compliance with the directions of 
the donor.of a charitable trust becomes com- 
pletely or nearly impossible, the courts will 
sometimes sanction the approximate execu- 
tion of the donor’s instructions. 

But note the limitations of this device: 
It cannot be invoked until the situation to 
be remedied has reached a state bordering 
upon complete collapse—as if doctors were 
not allowed to administer relief until their 
patients were dying. 

It is not applicable unless the court is 
able to find in the will or other instrument 
of gift a general charitable intent as dis- 
tinguished from an intention merely to bene- 
fit the particular institutions or activities 
mentioned. 

And even when it does become operative, 
it may follow only after prolonged and 
costly litigation. 

In the case of Mrs. Robinson, the trus- 
tees were finally relieved of the condition 
concerning the minister’s clothes. I heard 
the end of that case, but not the beginning 
of it. I could not have—it had started be- 
fore I was born. Those trustees had first 
gone into court—and on precisely the same 
question—when Victoria was on the throne 
and Benjamin Harrison was in the White 
House, ten years before the Boer War. 
They had been at it for thirty-four years! 

So this cy pres rule, this expedient of 
control by the state as a final resort, is of 
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Cy Pres Doctrine Permits Courts to Sanction Approxi- 
Age-Old Puzzle 


necessity a clumsy weapon—costly, slow, 
uncertain. And so the judicial records bulge 
with the dreary recitals of funds that started 
bravely and hopefully, but gradually grew 
moribund, and finally were thrown into 
court to prevent their complete collapse. 

It is an age-old puzzle, this question of 
what to do with tired endowments. But 
there is a new answer to it. 

One of the epics of financial history lies 
in the astonishing growth during the past 
twenty-five years of that peculiarly Ameri- 
can institution, the trust company. And 
there is romance in the story of how, in the 
past dozen years, the most progressive of 
these fiduciaries, in one city after another, 
have met this ancient problem of the ad- 
ministration of charitable bequests by adopt- 
ing the plan of the Community Trust. In 
effect, they have said this: “The competent 
execution of charitable trusts is partly a 
fiscal task and partly a sociological one. 
There is principal to be given continuous, 
productive investment. That is a financial 
service. And there is income to be given 
wise, economical disbursement. That is a 
social service. We shall accept custody of 
funds for any public purpose, and we shall 
keep them safely invested. That is our spe- 
cialized job. And we shall ask the leading 
men of the city—the President of the As- 
sociation of the Bar, and of the Academy 
of Medicine, and of the Chamber of Com- 
merce, and other men of similar standing— 
to join with us in naming a central commit- 
tee to insure that for each dollar of income 
expended a dollar’s worth of work is done. 
Renewed from year to year and from gen- 
eration to generation, that Committee will 
constitute the living representatives of all 
the men who have confided their benefac- 
tions to its care with instructions to ‘Carry 
On.’ And most important of all, the thing 
it covenants to carry on is the spirit of those 
gifts and not merely the letter of them. It 
will not paralyze itself with phrases nor 
strangle itself with webs of words.” 


Avoids the Pitfalls 


yea is nothing complex in that device. 
It is a simple thing. But it avoids the pit- 
falls that the accumulated experience of four 
centuries has disclosed. It provides a tested 
and completed framework, ready for the use 
of anyone requiring it. It permits small 
funds to be gathered up, without the neces- 
sity of creating separate machinery for each 
of them and that is a signal service to the 
mechanics of philanthropy. When a man 
builds a house he employs specialists to do 
the work—architects, masons, plumbers, 
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carpenters. It is no less a specialized task, 
I submit, to construct a philanthropic foun- 
dation than to build a concrete one. To il- 
lustrate that, one needs only point to any 
of the dreary multitudes of malformed 
funds. 

One of them in Connecticut was limited 
to the use of “worthy, deserving, poor, 
white, American, Protestant, Democratic 
widows and orphans residing in the town 
of Bridgeport.” In the days prior to woman 
suffrage there was some question as to 
how widows established themselves as 
Democrats. But the Supreme Court of 
the state settled that. It gravely decided 
that the surviving spouse of a deceased hus- 
band who had been accustomed to vote the 
Democratic ticket was a “Democratic 
widow.” 


A Puzzler in Oregon 


N Oregon man who died in 1914 left a 

sizable bequest to construct “a maternity 
home or lying-in hospital for unfortunate or 
wayward girls.” He directed that within 
three years the control of the institution— 
to be known as the White Shield of Port- 
land—should be transferred to the repre- 
sentatives of the Christian Science churches 
of that city. The hospital was completed 
and opened and, within the specified time, 
the control of its endowment fund was trans- 
ferred to the appointed delegates of the 
churches. But asking Christian Science 
churches to operate a hospital is comparable 
to proposing, say, Father Duffy as Rabbi of 
the Free Synagogue. They ‘decided—and 
it should be stated that their action in the 
situation was quite above reproach or criti- 
cism—that maintaining the hospital was in- 
compatible with their beliefs and they there- 
fore closed it, although we have it upon the 
authority of the Supreme Court of Oregon 
that “there were a large number of per- 
sons requiring the services of such an insti- 
tution.” Later, the Salvation Army bought 
the property and reopened it. But the 
courts intervened with a judgment that the 
Scientists never had the power to sell. The 
sale to the Salvation Army ‘was therefore 
nullified and, the Christian Scientists de- 
clining to operate the hospital, the court, a 
year ago last October, appointed a fourth 
set of trustees to take possession of it. 

In New Hampshire the will of a patriotic 
citizen left a fund to provide United States 
flags for the town of Corinth. After his 
death it required a lawsuit and a judgment 
of the New Hampshire Supreme Court be- 
fore the trustees could learn whether the 
terms of the bequest permitted them to pro- 
cure poles on which to fly the flags and 
rope with which to hoist them. 

When Brown College was incorporated 
in 1764 it received substantial gifts from 
the Providence merchant for whom it was 
named and from other benefactors. Then 
as now an enlightened seat of liberal learn- 
ing, its ancient charter, though written when 
sectarian lines were tightly drawn, contained 
the generous provision that, while predom- 
inantly a Baptist College, its governing 
board should contain some Congregational- 
ists, some Episcopalians, and five Quakers. 
But in the course of a century and a half 
the supply of Quakers began to run short. 
What had been an emancipating clause be- 
came a shackling one and a capable commit- 


tee of lawyers, with Charles Evans Hughes 
a member, was named to remedy the defect 
in the charter. The committee favored the 
change, the University desired it, and the 
legislature of Rhode Island was prepared to 
approve it. But the lawyers concluded that 
there simply wasn’t any legal method of 
correcting the pre-Revolutionary Charter! 
Accepting funds from those colonial contrib- 
utors, under a definite scheme providing for 
a board with five Quakers on it had set up 
a contractual obligation, the committee re- 
ported, which a court of equity would hold 
was violated by any attempt to repair the 
charter without the approval of men two 
centuries dead. As Omar Khayyam once 
remarked, the Moving Finger having written 
and moved on, not all their piety nor wit 
could lure it back to cancel half a line nor 
all their tears wash out a word of it. 


The Folly of Mullanphy 


M°? persons are familiar now with 
the folly of Byron Mullanphy, the 
genial Irish immigrant who instead of be- 
coming a fireman or a policeman, accepted 
a position as Mayor of St. Louis. Touched 


New Yorkers at the convention. Left 
to right—Frank J. Peck, President of 
The National Bank of Cortland, Cort- 
land; James O. Sheldon, Vice-Presi- 
dent and Cashier, Bank of Gouver- 
neur; George G. Clarabut, President 
of Farmers National Bank of Rome; 
Roy B. Pike, President of First Na- 
tional Bank of Canton 


by the destitution of the forty-niners in that 
frontier town at the railroad’s end, and sup- 
posing the gold rush to be a permanent pro- 
cession, he left a third of his fortune to aid 
“distressed travelers and emigrants” stranded 
in St. Louis while bound “bona fide to settle 
for a home in the West.” 

Of course, when the transcontinental lines 
were finished, and the West was settled, and 
the gold rush became only a memory—and 
a motion picture—the people Mullanphy 
had hoped to serve disappeared from St. 
Louis. In the forty years following 1860, 
out of income exceeding $949,000 from his 
benefaction, less than $212,000 went to “poor 
emigrants and travelers.” The rest was 
consumed in the expenses of administration. 
More than that, the estate included scores 
of isolated plots of land and as recently as 
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1923 more than thirty of these either 
brought in less than 3 per cent net or actu- 
ally consumed more in taxes and upkeep 
than they produced in rent. But so strin- 
gent were the restrictions in the will, that 
it was virtually impossible to dispose of 
them. Before being able even to offer a par- 
cel of land for sale, the skillful and sympa- 
thetic administrators now in charge of the 
property have been forced at times to con- 
sume eighteen months in trying to unwind 
the preliminary procedure set down by Mul- 
lanphy. They have tried to find—and have 
succeeded in finding—ways of disposing of 
income that could be justified under the 
phraseology of the old will. But on the 
one hand they have seen the originally de- 
scribed beneficiaries vanish; and on the 
other, they have found themselves charged 
with the execution of a trust so wrapped 
in red tape by the tangled terms of its own 
creation as to make its management a night- 
mare. If big-hearted Byron Mullanphy— 
dead these eighty years—could know the 
torment he was storing up for his trustees, 
his bones would whirl in their grave. 

It must not be assumed that the courts 
are responsible for these instances of phil- 
anthropic failures. Occasionally there have 
been unfortunate decisions but, on the whole, 
the judiciary has trained its powers to keep 
these charities from breaking down. The 
responsibility is upon the creators of them. 
Only the granting of generous and elastic 
powers to postmortem agents will save fu- 
ture funds from the fate that has befallen 
sO many previous ones. 


The Same Moral Emerges 


ROM all these cases of benefactions 

gone wrong the same moral emerges: 

Let the fiscal management of charitable 
trusts be placed in the hands of experienced, 
responsible administrators, operating under 
the scrutiny of the state or national gov- 
ernment. 

Let the social application of these funds 
be put in the care of specialized and perman- 
ently organized representatives, selected for 
their prudence and integrity. 

And, a distributing agency having been 
chosen, let it be trusted with the discretion 
it requires to do effective work under cir- 
cumstances no man can forecast. 

To serve those objects, The Community 
Trust was conceived and developed. In a 
dozen years it has spread to fifty-five cities ; 
it has accumulated realized funds averaging 
more than a million dollars annually; and 
it has prospective resources of many mil- 
lions more. That growth is not an accident. 
It has supplied—and does supply—a need. 
In the husbanding of funds for public pur- 
poses, it joins to the financial security of 
great banking houses as custodians, the so- 
cial wisdom of able men as distributors. It 
recognizes—as the Apostle to the Gentiles 
wrote one day to the Corinthians—that the 
letter killeth but the spirit giveth life. It 
provides the saving flexibility that assures 
performance not merely in form but in sub- 
stance. It gives to the hopes of men a 
means of perpetual expression, to be fash- 
ioned and refashioned in the hands of suc- 
ceeding generations. It does for the living 
what no one heretofore has done, and it 
does for the dead what they cannot do for 
themselves. 
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The Inheritance Taxation Burden 
and Remedies Suggested 


The Special Taxation Committee of the American Bankers 
Association, After an Exhaustive Study of the Situation, Recom- 
mends Elimination of Federal Estate Tax and Federal Gift 
Tax and Adoption of Uniform State Inheritance Tax Act. 


HE trust companies, banks and safe 

deposit companies are concerned 

about inheritance tax laws for sev- 

eral reasons. The trust departments 
are concerned in the increased work, delay 
and expense of administering estates caused 
by the present state of these laws and in the 
difficulty of keeping informed about the 
legal complications constantly arising, affect- 
ing proper financial advice to their custom- 
ers. The loaning and credit departments are 
interested in them as affecting the credit 
position of their customers and the handling 
of collateral. The banking departments 
meet the difficulties of such laws in the 
transfer of decedents’ accounts and in con- 
nection with the retention of accounts of 
non-residents. The investment departments 
find them a factor in giving investment ad- 
vice as affecting the kinds of securities to be 
sold to customers and the shifting of in- 
vestments caused by customers’ desire to 
minimize inheritance taxes. Safe deposit 
companies and safe deposit departments are 
confronted with technical provisions and 
liabilities in connection with the opening of 
safe deposit boxes and removal of their 
contents. 

A large part of the time spent by trust 
department officials and by lawyers in talk- 
ing to clients about the arrangement and 
distribution of estates is devoted to consid- 
eration of the prospective debt burden 
caused by inheritance tax legislation. The 
making of outright gifts, family settlements, 
the creation of living trusts and the plan- 
ning and preparation of wills, have come to 
turn largely upon considerations affected by 
this burden. Formerly a man talking to a 
prospective executor or his lawyer about his 
liabilities would give consideration to any 
especial debts that might lie against his es- 
tate at the time of death or earlier distribu- 
tion. The net worth of his estate would 
have been predicated upon an ordinary con- 


* sideration of his assets and upon his con- 


tractual debts. He would have considered 
the valuation and necessary liquidation of 
his assets affected by the ordinary condi- 
tions of business. He would have had reason 
to feel that his books of account would show 
a substantially correct statement of his asset 
and liability position. 


Unknown Taxes Vital Factor 


OW the situation is changed and his 
unknown and contingent tax liabilities 
are as important a factor in the situation as 
his known debts. That is true of the liabil- 
ity side by the effect on his asset position of 
frequently artificial valuations of property 


for taxation; and the dangers of forced sale 
to pay taxes, form an important contingent 
factor. The element of unknown taxes has 
so entered the problem that without the aid 
of expert legal and financial advice he is 
unable to reach any intelligent conclusion 
as to what his net worth would be in the 
event of his demise. 

An individual while acting as executor or 
administrator of a single estate may realize 
all the inheritance tax difficulties in the set- 
tlement of that estate but when he has fin- 
ished his task he is ordinarily no longer 
concerned about the burdens of others and 
does not interest himself in obtaining any 
remedy. Financial institutions doing a trust 
business cannot show such indifference and 
should be active in endeavoring to remedy 
the defects causing these difficulties. This 
they should do as a matter of duty to those 
who have named them as executors of their 
wills and whose estates they eventually will 
administer. 

The settlement of decedents’ estates in its 
relation to inheritance taxes is naturally con- 
ditioned upon the laws imposing such taxes. 
The practical difficulties in the settlement of 
such estates are either lessened or magni- 
fied by the provisions of such laws or the 
manner of their enforcement. Most of the 


Taxation Remedies 


THe Special Taxation Com- 

mittee appointed by the 
American Bankers Association at 
the Chicago Convention in 1924 
to make a thorough investigation 
of the taxation problems of the 
nation and the various states with 
a view to suggesting possible 
remedies reported to the Atlantic 
City Convention its recommenda- 
tions, as follows: 

The elimination of the Federal 
Estate tax. 

The elimination of the Federal 
Gift tax. 

The elimination by the states of 
inheritance taxes on the intan- 
gible personal property of non- 
residents. 

The preparation and ultimate 
adoption of a uniform state in- 
heritance tax act. 
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difficulty grows out of the laws themselves. 
Difficulties growing out of administration 
can usually be remedied unless the statute 
itself restricts a proper solution. With the 
growth of inheritance tax legislation and 
the increase in tax rates many difficulties 
formerly of local or minor importance have 
become national and of great importance. 
With the diversity of property ownership 
existent today, the problems of settlement 
of an estate cross state lines and frequently 
involve the tax laws of a number of states 
in the settlement of the affairs of a single 
decedent. A law firm or a corporate fidu- 
ciary having clients in many states finds that 
much of the difficulty of settlement grows 
out of the conflict and diversity among the 
state laws and between the Federal laws and 
the state laws. 


Natural Financial Flow Upset 


RIOR to the experience that has come 

out of recent years regarding inherit- 
ance tax legislation the chief difficulties con- 
nected with the subject arose during admin- 
istration of estates. Now the possessor of 
wealth has learned to anticipate many of 
these difficulties and to meet them by con- 
sidering such questions as choice of domicile, 
the revision of investments, and the selec- 
tion of original investments with a view to 
minimizing the impact of multiple and ex- 
cessive taxation. He considers what prop- 
erty to retain and what to sell, giving weight 
to these tax factors and based upon their 
burden determines how much of his estate 
he will hold until death and subject to tax 
and how much he will give away and free 
from tax. Many difficulties arise not only 
from the tax itself but from the load of 
cost arising from complicated and time ex- 
pensive requirements and from delay in the 
determination of the tax. All this makes 
for unnatural and artificial arrangements, 
forcing the flow of financial transactions 
from natural to artificial channels. 

The Committee does not disapprove the 
principle of the inheritance tax as a supple- 
mental means of raising needed revenue, 
when the rates are proper and when the law 
imposing it is based on sound rules of taxa- 
tion. A careful survey shows that the fed- 
eral estate tax in moderate sized estates is 
partly paid from capital and in the larger 
estates is mostly paid from capital. The 
amounts payable from capital are materially 
increased when the state inheritance tax and 
the federal estate tax are combined. Al- 
though these taxes are so payable from capi- 
tal, the sums received from them are dis- 
bursed by the Federal and state governments 
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as income. No tax based upon rates which 
causes it to be paid from capital should be 
resorted to unless necessary as a supplement- 
al tax to meet the vital needs of the state 
or nation in time of stress. When not em- 
ployed for a revenue need such a tax be- 
comes merely a socialistic measure advo- 
cated by those who desire to level fortunes 
by expropriating as much as possible of 
them at the death of the persons who have 
accumulated them. 

The elimination of the federal estate tax 
is recommended for the following reasons: 

In addition to the state inheritance taxes 
the Federal government in 1916 imposed an 
estate tax on the net estate of decedents 
when such net estates exceeded $50,000, the 
rate ranging from 1 per cent to 10 per cent. 
This tax was held to be constitutional as an 
excise tax in the case of the New York 
Trust Company v. Eisner (256 U.S. 345). 
Successive acts have been passed since then 
increasing the rate nearly 300 per cent, the 
1924 Revenue Act carrying rates from 1 to 
40 per cent but allowing a credit for state in- 
heritance taxes, if any, up to 25 per cent of 
the federal estate tax. No acts subsequent 
to the 1916 act which bore rates at from 1 
to 10 per cent have been before the United 
States Supreme Court on constitutional 
grounds. The 1924 Revenue Act supple- 
ments the estate tax by a gift tax applied to 
gifts between living persons to the extent 
that the goal of the taxable gifts exceeds 
$50,000 in any one year. 


Rates Set a Precedent 


STUDY of prior Federal excise taxes 

in the nature of estate and legacy taxes 
discloses the fact that no such rates as are 
provided in the more recent enactments since 
1916 have been imposed. While it is now 
settled by the Supreme Court that the Fed- 
eral government is entitled to enter this field 
of excise taxation, nevertheless there would 
appear to be doubt whether under the guise 
of an excise the Federal government can im- 
pose a tax which could confiscate the entire 
inheritance, no matter how worthy the social 
furpose might be, or how satisfactorily it 
might supplement other forms of taxation. 
Just where this line is to be drawn between 
what can and cannot be done is uncertain, 
but that the line must be drawn somewhere 
is clear, the probability being that the rule of 
reasonableness must apply. 

The federal estate tax is not based on the 
same logical right as the state inheritance 
tax. 

The right to levy this tax under the con- 
stitution of the United States exists under 
what is known as the excise tax power of 
the Federal government. Inasmuch as the 
laws of the United States do not control the 
right of transmission of property upon the 
death of the owner, the Federal act has not 
the same logical basis of justification that 
exists in the case of state inheritance tax 
laws. This tax is based on the right of suc- 
cession and is one that may be logically em- 
ployed by the states because the rights of 
succession to property are controlled by the 
laws of the states. 

The federal estate tax should be reserved 
for emergencies only. 

The history of the Federal inheritance tax 
has been one of emergency legislation and 
the present act together with its three im- 


mediate predecessors has lasted longer than 
any of the others, having been in existence 
for practically nine years. The first Federal 
inheritance tax law was passed in 1797 and 
repealed in 1802.° The next existed from 
1862 to 1870. Then followed the tax of 1898 
to 1902. These were all emergency periods. 


Emergency Considered Past 


HUS it is seen that at no time in the 

past has the Federal government entered 
the inheritance tax field as a source of reve- 
nue except in emergencies. To be sure such 
emergencies occurred before the states made 
inheritance taxes a fundamental part of 
their revenue systems, but on each occasion 
when the emergency was over the Federal 
government withdrew from the field, and we 
believe that this is a sound precedent. It is 
not generally held that the Federal govern- 
ment should be prevented from entering this 
field or that it should be reserved exclusive- 
ly for the states at all times, but it is be- 
lieved that it should be an emergency source 
of revenue to be done away with as soon as 
the emergency is passed. We consider that 
situation has now arrived. 

The Federal estate tax is no longer need- 
ed as a source of Federal revenue. 

The amount collected during the last year 
was only about $102,000,000, or something 
like 3 per cent of the entire Federal reve- 
nue. The figures of the budget show that 
it is not needed for present revenue purposes 
and that it can be abolished. The following 
statistics indicate that with the exception of 
one year, during the last five years the sur- 
plus over the Federal budget has exceeded 
the total collections from Federal estate tax 
by a percentage varying from approximately 
100 per cent to 400 per cent. 


June 30 Surplus Estate Taxes 
$212,000,000 $103,000,000 
86,000,000 154,000,000 
309,000,000 126,000,000 
505,000,000 102,000,000 


The Federal estate tax does not seem to 
be needed in order to meet the requirements 
of the budget and, therefore, should be abol- 
ished. 

The abolition of the Federal estate tax 
would increase inheritance tax revenue in 
the states. 

Its abolition will not only decrease the 
multiple tax burden on estates in the process 
of administration by levying only the state 
inheritance tax applicable to them but its 
abolition will increase the inheritance tax 
yield without any increase in state rates in 
those states where the Federal tax is per- 
mitted as a deduction. This is because in 
such states the Federal estate tax’ is deducted 
from the amount of taxable property of es- 
tates before computing the state inheritance 
tax. Such abolition will give those states a 
broader tax base which, of course, will in- 
crease their revenue without an increase of 
inheritance tax rates. This will enable such 
states in turn to consider reducing - their 
rates of inheritance taxes provided they do 
not need to raise any more revenue than is 
already raised for state purposes. 


Would Leave Tax to State 


F course, this will have the effect. in 
those states of increasing the state in- 
heritance tax impact in a particular estate 


but there will be eliminated not only the 
Federal tax but all of the vexations, diffi- 
culties and complications connected with the 
collection of the Federal tax and the inherit- 
ance tax problem will be confined to state 
law. Of the forty-five states having in- 
heritance taxes the Federal tax is deductible 
from the amount of the taxable estate in 
twenty-nine. In these twenty-nine states the 
amount of Federal tax collected for the last 
year was slightly more than $45,000,000. 
The repeal of the Federal tax would have 
increased the tax base by this amount during 
the last year in these twenty-nine states. 

The administrative burden on estates is 
heavier in the case of the Federal estate 
tax than in the case of the state inheritance 
taxes. 

To settle a controverted question of state 
inheritance taxes the estate representatives 
need go only to the state capital. In the case 
of the Federal tax the local officers are vest- 
ed with no discretion and a settlement un- 
der similar circumstances means long delay, 
lengthy correspondence and the expense of 
the taxpayer or counsel in one or more jour- 
neys to Washington. 

President Coolidge said at the recent 
Washington inheritance tax conference: 
“The burden of taxation is not what the 
state takes but what the taxpayer gives.” 

In considering the subject the committee 
has analyzed the arguments commonly ad- 
vanced for the retention of this tax which 
are as follows: 

(a) Claim of Scientific Taxation. 

It is claimed the Federal tax is a rough 
and ready method of supplementing the in- 
come tax by exacting a tax on property 
which is not subject to income tax, or may 
have escaped it. 


Too Rough and Ready 


ITH regard to this argument the 

trouble is it-is too rough and ready to 
appeal to the sense of fairness. There seems 
to be .small justification for levying a tax 
with rates from 1 to 40 per cent on the 
amount a man leaves merely because some 
part of his property is invested in tax ex- 
empt securities, in works of art, or unim- 
proved real estate, which may or may not 
have increased in value. No perfect system 
of taxation has been devised, but the most 
successful forms are those which are found- 
ed on a just distribution of the burden. It 
is submitted that the present income tax, 
even though there may be avoidance in the 
direction indicated, is not improved in the 
justice of its application by the addition of 
rough and ready supplemental inheritance 
taxes, and if not, there seems to be no suffi- 
cient justification for this multiple type of 
taxation. 

Such a tax at best is none too satisfactory 
as a revenue producing measure because of 
the fortuity of its impact and the inequality 
of its yield. In 1924 receipts were one-third 
less than in 1921, although the rates in 
1924 were much higher. 

Furthermore, it is a tax difficult and ex- 
pensive of administration. It involves the 
setting up of machinery duplicating much 
of the existing machinery of the country in 
handling estates, and involves friction and 
expense due to the endeavor necessarily 
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Clearing House Section 


The Country Clearing’ House Examination Plan Is Meeting With 


General Success. 


Demand Is Made for the Removal from 


Politics of the Selection of Banking Superintendents. The 
Credit Bureau’s Progress. Alexander Dunbar the New President. 


DDRESSES on cooperation between 
country banks, the growth of the 
credit bureau system and the pros- 
pect for clearing houses for coun- 

try banks and discussion of the same sub- 
jects occupied the annual meeting of the 
Clearing House Section of the 
American Bankers Association at 
Atlantic City. 

President C. W. Allendoerfer 
in his address, which is printed 
elsewhere in this issue, reviewed 
the year’s work of the Section 
and told of the extension of the 
credit bureau plan which he said 
promised to develop into a sys- 
tem of country clearing houses. 
Other addresses, both of which 
are printed elsewhere in this is- 
sue, were by W. J. Bailey, gov- 
ernor of the Federal Reserve 
Bank of Kansas City, Mo., on 
“Closer Cooperation Between 
Country Banks,” and by R. 
F. McNally, vice-president and 
cashier of the National Bank of 
Commerce, of St. Louis, on “The 
Ideal Clearing House.” 

In an impromptu talk C. B. 
Hazelwood, vice-president of the 
Union Trust Company of Chi- 
cago, said that the Section’s plan 
of country clearing house exam- 
ination would remove the cause 
for the demand in some sections 
for legislation requiring the guar- 
anteeing of bank deposits. He 
pointed to the failure of such a 
law in Oklahoma, saying that it 
had failed because of the politics 
involved in its enforcement and 
because of the fact that it did 
not recognize the risk. He be- 
lieved that the country examiner 
plan would succeed because it 
selects the risk and enables the banks them- 
selves to take corrective measures in time 
to avert failures. 

In the discussion of Mr. McNally’s paper, 
Grant McPherrin, president of the Central 
State Bank of Des Moines, Ia., declared that 
two things were essential to the welfare of 


Growth in Acceptances 


HE turnover in the acceptance market 

for 1925 will exceed $4,325,000,000, 
Jerome Thralls, Chairman of the Committee 
on Acceptances of the Clearing House Sec- 
tion, reported. An average of three and 
one-half billion dollars of business is be- 
ing financed annually by the bankers accep- 


the financial structure of the country, first, 
the clearing house examination system, and, 
second, the removal from politics of the 
selection of banking superintendents and 
banking commissioners. Mr. McPherrin 
said that in Des Moines, where the Section’s 


ALEXANDER DUNBAR 
President of the Clearing House Section 


examiner plan had been adopted in the last 
year, there was general satisfaction over its 
operation and he thought that the country 
banks in that region would derive as much, 
if not more, benefit from it as the city 
banks. 

J. E. Garm, vice-president of the Joplin 


tance. The commission for accepting ranges 
from 1 to 2 per cent. 

Discount houses and dealers in the market 
carry substantial portfolios of acceptances, 
the report said. For the first 6 months of 
1925, their aggregate holdings average $67,- 
000,000. These holdings are carried with 
funds borrowed on call at rates ranging about 
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National Bank of Joplin, Mo., told how 
a small city clearing house had worked most 
effectively for the last eighteen years. He 
said that the clearing house had had a credit 
bureau for the past year and that it had been 
of great help and considerable profit. 

O. Howard Wolfe, cashier of 
the Philadelphia National Bank, 
of Philadelphia, Pa., the chair- 
man of the Section’s Analysis 
Committee, reported on the work 
of his committee and told how 
the process of analyzation might 
be simplified by a study of a 
booklet which the committee had 
prepared and which might be ob- 
tained from the office of the 
Clearing House Section of the 
Association, in New York. 
Speaking of the psychology of 
the losing account, Mr. Wolfe 
said that investigation had shown 
that banks which had tried the 
experiment of making a service 
charge on small accounts had 
found that they gained business, 
not lost. 

The Committee on Resolutions, 
composed of H. Y. Lemon, 
Chairman, Allan Rabourn and 
Edwin R. Rooney, reported that 
“the holding of auditors’ and 
comptrollers’ conferences in vari- 
ous cities and the organization 
into a national body is a develop- 
ment to be watched with interest.” 

The Nominations Committee, 
composed of S. D. Beckley, 
chairman; A. O. Wilson and D, 
C. Williamson, reported the se- 
lection of the following new of- 
ficers, the report being adopted 
and the officers installed: 

President, Alexander Dunbar, 
vice-president and cashier of the 
Bank of Pittsburgh, N. A. Pittsburgh, Pa.; 
Vice-President, John R. Downing, vice- 
president of the Citizens’ National Bank of 
Louisville, Ky.; Members of the Executive 
Committee, Edwin R. Rooney, of Boston, 
and D. C. Williamson, examiner, Montgom- 
ery (Ala.), Clearing House Association. 


% per cent below the bid rate for thirty 
day prime bankers acceptances. 

While syndicate and cooperative market- 
ing acceptance credits have been arranged 
in satisfactory volume, a study is now be- 
ing made to determine whether more liberal 
use may be made of bankers acceptances in 
the financing of domestic business. 
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T is true that, as years go, the clearing 
house is a comparatively modern con- 
tribution to the world of finance. Yet 
the fact that there are several hundred 
of such organizations in this country today 
proves that this handy instrument of bank- 
ing cooperation has long since ceased to be 
an experiment. The work done by the 
Clearing House Section of the American 
Bankers Association, the arguments in ad- 
vocacy thereof by those who have tried it 
and believe in it, and, above all, the many 
practical results that have been obtained 
in so many places have appealed to the keen 
visioned American banker, thereby making 
possible a record of clearing house accomp- 
lishments that speaks for itself. 
Nevertheless, not all bankers are en- 
dowed with the same degree of farsighted- 
ness and even to one who casually surveys 
the field it is apparent that not all clearing 
house associations are equally effective. Like 
the individual bankers themselves, most of 
them are good, quite a few are indifferent, 
and a very few might just as well go out 
of business. It is just as hard to standard- 
ize a clearing house as it is any other line 
of business where each city very likely pre- 
sents a different situation, where the local 
problems are varied and unlike, and where 
the memory of spirited warfare in times past 
makes it difficult to bring about that era of 
mutual trustfulness, which is so necessary 
in the operation of a clearing house, espe- 
cially at the time of its organization. 


The Practical Viewpoint 


T is not my purpose, therefore, to submit 

in the manner of an architect, the plans 
and specifications for a model clearing 
house to be an adornment to local finance, 
and with a slight adjustment here and 
there capable of being the 100 per cent in- 
strument of deadly efficiency that once tried 
will make itself indispensable. For it hap- 
pens that banks are run by men who are 
generally close students of human nature, 
in whom the human element is strongly 
developed, and who are looking for hard 
facts as arguments instead of fine-spun dis- 
sertations on the beauty of cooperation and 
on the extreme desirability of brethren 
dwelling and working together in amity 
Let us, therefore, view the clearing house 
solely from the practical side, first, looking 
at it from an economic standpoint, is it de- 
sirable, and, secondly, will it pay? 

At the outset it must be recognized that 
only in the United States are bankers’ as- 
sociations, of the size we have them, pos- 
sible. In all foreign countries of promi- 
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nence, a few large banks with many branches 
furnish the banking facilities. It is an 
easy matter for the heads of these far flung 
institutions to hold their conferences, and, 
as a general rule, when it comes to bank- 
ing practice under those conditions, the 
customer is indeed very well regulated. In 
this country, in the states where branch 
banking is permissible, we see fundamental- 
ists who believe in the bank doing all its 
business under one roof, arrayed in opposi- 
tion to the liberals who hold that safety and 
convenience are best assured to the public 
by: large banks with service stations wher- 
ever needed. The public is catered to in 
every other line of business and it regards 
convenience as a matter of course. A bank 
failure in a community makes all the bank 
patrons restless, and it is not hard to instil 
in them the notion that the calamity would 
never have happened if the bank had been 
one of a chain instead of an unsupported 
link. 

The American Bankers Association has 
shown exceedingly good judgment in push- 
ing the educational campaign to which so 
much attention has been given in the past 
few years. It is time that the principles 
of banking and the true functions of banks 
were clearly brought home to the people 
for if the individual bank is to survive the 
branch bank competition it will be solely 
because the voters want it that way. They 
must be convinced that mere convenience, as 
represented by handiness to one’s home or 
place of business is a minor matter and, 
above all, they must have it emphasized to 
them that the safe bank is the well run bank 
which thoroughly understands the needs of 
its customers, and is able and willing to 
meet those needs as business prudence dic- 
tates. With branch banks, except as a cleri- 
cal convenience for the interchange of 
checks, clearing houses are not necessary. 
With independent institutions, in a period 
of keen competition, as a safeguard looking 
to self-preservation, and as a regulatory in- 
strument by means of which bad banking 
can be frowned upon and good banking en- 
couraged, the clearing house is an absolute 
necessity. 


Seven Divisions of Business 


EDUCED to first principles, every 

banking transaction represents funds 
either taken in or paid out. The modern 
department store bank which is equipped to 
meet every banking need has after all only 
a few functions, which, largely speaking, 
may be grouped under the head of commer- 
cial accounts, out-of-town banks, savings, 
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Clearing Houses Pro- 


trust, foreign exchange, safe deposit and in- 
vestments. From these seven divisions of 
the business, the profits have to be made. 
Getting the deposits is the first aim of the 
bank and making money out of its funds 
is the next. Credit in one form or another 
is the chief commodity the bank has for 
sale. And banks, like other merchants, rise 
or fall as the purchases or sales in what 
they deal are wisely handled. It is obvious 
that somewhere there is a margin of profit 
below which a bank can not go in its sales if 
it regards the protection of its depositors or 
the rights and expectations of its sharehold- 
ers. If a community has only one or two 
banks, this margin can easily be preserved. 
But when there are several competitors, 
each selling the same thing, it is plain that 
unless there is a restraining hand some- 
where, that precious margin can easily van- 
ish when the banks in the mad desire to get 
and hold business give away their services 
and indulge in unethical and frequently un- 
safe practices, which often bring about a 
condition where an acute or even a calami- 
tous situation is the inevitable result. 


The Over-Regulation Peril 


AS to regulation, the average banker, like 
the man in the street, feels that so 
many laws have been passed and are being 
agitated that we are confronted with the 
peril of over-regulation, ranging all the way 
from congressional enactment to city ordi- 
nance. Furthermore, some bankers feel 
that the relation between the bank and the 
customer is of a confidential nature, and that 
the bank is quite capable of making that 
relationship profitable without any outside 
help. Then again, it looks like a confes- 
sion of weakness to have to call one’s com- 
petitors to join in drawing up regulations 
to govern the customer thus making him 
feel he is dealing with a coldly impersonal 
machine instead of a flesh and blood organi- 
zation that is as human as any other. Final- 
ly, there is always in the background the 
instinct of bargaining, and where will there 
be left any zest in business if the banker 
can not submit a special proposition to a 
customer when the account seems to justify 
it unless first he looks in a book of rules 
which prescribes limitations beyond which 
the bank shall not go? 

Yet the sad truism remains that banks 
are not philanthropic ventures but exist 
chiefly for the purpose of making money 
for their shareholders. Every loan is a risk, 
every account is a responsibility and every 
service rendered means an expenditure of 
some kind on the part of the bank. The 
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demands for taxation, salaries, contributions 
and that owful item called “overhead” are 
working day and night, and the profit ac- 
count, with the advancing cost of doing busi- 
ness along with the regrettable tendency 
of rates of interest on loanable funds to go 
down instead of up, are the subject of seri- 
ous thought in our banks regardless of their 
size and location. Otherwise, why the many 
consolidations that are being reported and 
the liquidations, both forced and voluntary, 
that have been so numerous of late? Re- 
gardless of the theoretical arguments that 
can be interposed, the financial world should 
be grateful to any medium, provided it is 
legal and practicable, by which the banks 
can be made safer and their profits in- 
creased. Let us see what the clearing house 
is capable of doing along these lines. 


A Constructive Agency 


U- is as a constructive agency that the 
clearing house shows itself in the best 
light. If, as pointed out, there are at most 
only seven general sources of revenue, it fol- 
lows that in each one of these activities there 
is a field of conservation work that should 
yield a generous harvest. It has been not so 
many years ago that everything was sub- 
ordinated to the getting of new business. 
This naturally resulted in a profuse gener- 
osity which has effectually spoiled the cus- 
tomer and has led him to take for granted 
accommodations from the bank that by their 
very nature are entitled to recompense. 
The enumeration of abuses that have crept 
in is alone worthy of a paper but as a con- 
crete instance, let us take that much dis- 
cussed topic which today is perhaps closer to 
the banker’s mind that any other: The im- 
position of a service charge on small ac- 
counts. Depending upon the size of the 
bank and of the city, it can easily be proved 
that an account where the average balance 
falls below a certain figure is handled at a 
positive loss to the bank. Yet experience 
has shown that it is practically impossible 
for one bank in a community to protect itself 
by making a charge unless the other banks 
do the same thing. Just what the minimum 
balance should be, the inadvisability of tak- 
ing such a step for fear of inflaming the 
public mind, the disinclination to step out of 
the long used rut that had come to be re- 
garded as the paved highway, these are 
only a few of the obstacles that have to be 
surmounted. Yet today, from the most re- 
cent figures obtainable, sixty-two of our 
cities have had the courage and the judg- 
ment to take such action. On July 1, 1925, 
a charge of one dollar a month on accounts 
where the balance does not average $200 
went into effect in St. Louis. It is too 
early to make a close estimate but with the 
revenue to be derived and the elimination of 
the expense involved in handling such un- 
profitable business, it is clear that the total 
annual savings to the banks in St. Louis 
will amount to several hundred thousand 
dollars. This would never have been pos- 
sible unless the clearing house had gotten 
behind the movement, and once the start 
had been made, all the non-clearing house 
banks, with the exception of two, were only 
too glad to join, with a provision that in the 
case of the smaller banks, the minimum 
balance should be $100 instead of $200. 
What topics can be of more interest to 


bankers than the following which were re- 
cently before the Association of Uptown 
Bankers of the city of New York for in- 
formal discussion? 

The advisability of deducting $1,000 on 
interest bearing accounts and, in addition, 
the taking out of the necessary legal reserve, 
before the interest is figured. 

On accounts of less than $1,000, a charge 
to be made for specially printed check books. 

A charge for special services such as 
making up pay rolls, paying customers’ bills 
and the like. 

A fee for purchase or sale of securities 
held for customers, also a custody charge 
for securities left for more than thirty days. 

Foreign exchange should show a profit 
instead of being almost given away to cus- 
tomers. . 

Special income tax service should receive 
a compensation. 

Actual cost should be paid for special 
credit reports. 

Surely if the bankers in our great central 
market are watching the corners so closely, 
where is the city where there are not a few 
loose ends that are worth tying up? 


Consider These Problems 


S there any city, large or small as the case 

may be, having three or more banks, where 
the bankers can not address themselves pro- 
fitably to at least a few among the many 
other interesting problems that are giving 
the fraternity such concern? For example: 
With the Federal Reserve System handling 
remittances on a strictly deferred payment 
basis is the bank’s customer treated the 
same way? In other words, is he paying in- 
terest on float if he expects immediate credit 
on his out-of-town items? 

Are accounts analyzed so that the bank 
knows just how much of a net deposit it 
has and what the profit is therefrom? 

Safe deposit boxes represent both invest- 
ment and responsibility. Are the rentals 
in keeping ? 

Has the time arrived for the discontinu- 
ance of that expensive custom which pro- 
vides free check books, sometimes of elabo- 
rate and expensive design and quality? 

It is true that a judicious sum for adver- 
tising should be in the budget of every 
progressive bank. But does this mean that 
every appeal should be met, that all church 
and charity programs are good investments, 
and that it is necessary that tickets should 
be purchased for every conceivable form of 
meal or entertainment to which the public 
is invited ? 

Unquestionably, the bank customer is 
justified in borrowing at the lowest rate ob- 
tainable and he has no hesitancy in finding 
out what interest his neighbor is paying. 
Can there be any harm in a bank discussing 
with its competitors just what is a fair 
rate to meet the local market’s conditions? 

Once a rate is established that the bank 
pays on time certificates and on savings, it 
seems to be immovable unless in an upward 
direction. When a rate is réached where 
profit ceases, is it not time for the banks in 
that city to take concerted action and reduce 
the rate to where at least a living wage is 
possible ? 

No class of business is loaded so heavily 
with dynamite as the handling of escrows. 
Would not a rule be worth the while that 
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would insure a reasonable return for the 
risk involved? 

A due respect for confidential informa- 
tion is always expected. But this does not 
mean that the professional “dead-beat” has 
the right to borrow from every bank where 
his smooth talk can gain his entry, because 
competitors are reluctant to inform each 
other so that the experience of one will be 
of profit to all. No good merchant or 
honest man can be hurt by the interchange 
of credit information. 


Merit in Examiner System 


— leads to the suggestion of employ- 
ing a clearing house examiner, an inno- 
vation which has been found workable and 
profitable wherever tried out. If the ex- 
pense should be too great for a single city, 
perhaps the banks of the county could be 
interested, or even those in nearby towns so 
that a district examiner could be employed. 

Competition is so savage in some places 
that banking hours are unknown and even 
the legal holidays are not observed. Would 
not a friendly understanding along this line, 
based on a clearing house rule, be decidedly 
advantageous ? 

The five banks in a Missouri town of 8000 
having a well conducted clearing house 
found that they were giving away so much 
exchange that it was working a hardship. 
A rate of 10 cents per hundred was fixed 
and what was a considerable loss was turned 
into a neat source of revenue. A uniform 
schedule of charges for making collections 
was found to be equally profitable. 

It is unnecessary to point out that in most 
of the large cities, the clearing houses have 
effectually covered the handling of out-of- 
town business, prescribing the rate of inter- 
est to be paid on collected balances, the 
schedules to be used in computing float, and 
the manner of arriving at costs in making 
collections. 

These are only a few of the many sub- 
jects that are covered by clearing house 
regulations. No one city may be so com- 
prehensive in its rules as to include every- 
thing that can be regulated but each of the 
above named points has been taken care of 
somewhere in cities where banks have found 
it profitable to get together and correct the 
growing tendency to give away hard earned 
money whether it be in the shape of service, 
stationery or the many other ways that can 
drain the profit account. Too many clear- 
ing houses start off with the idea of cover- 
ing too much ground. Charging all the 
traffic can bear should not be the animating 
principle of the organization. Glaring abuses 
should first be corrected. Then, always 
having in mind the rights of the customer, 
dealing strictly in a spirit of justice, apply- 
ing common sense and refusing to be stam- 
peded if the cry of oppression should un- 
justly be raised, looking not only to the 
bank’s profits but to the welfare of the 
community as well, doing its work fearless- 
ly yet unobtrusively, it is no trouble at all 
for the clearing house to demonstrate its 
worth both from an economic standpoint 
and as measured in the profits that are the 
infallible test of its operations when proper- 
ly conducted. 

Let us look at the banking situation 
from still another viewpoint. The business 

(Continued on page 293) 
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Towns, as Wellas Preserve Individual Banking. Branch Banking 
Is Opposed as Centralizing Wealth. Comparison with Canada. 


HE whole banking fabric is predi- 

cated upon all the banks being sol- 

vent and all of them being pro- 

gressive. There is no bank so 
small but that it ought to bear its responsi- 
bility for the character and the standing of 
the banking structure of America, and the 
banking structure is just as strong as our 
banks are strong, and it will be just as weak 
as our banking practices are weak. 

Every bank failure is a heartache; every 
bank failure destroys confidence upon which 
is predicated the banking of this country. 
Anything that will tend to eliminate the 
bank failures ought to be of interest to 
every banker in the United States. 

There are about 2000 banks that have 
clearing houses and clearing house influ- 
ences, and cooperation with each other 
through clearing houses, and that means 
about 27,000 banks have no clearing house. 
The big banks in New York and other 
places are not especially affected when there 
is a failure out in Kansas in some little 
country bank. Just the same, on these banks 
that are out of the clearing houses is predi- 
cated one-half of the banking force of 
America measured by the dollars they loan 
and by the number of banks, 


The Blame for Failures 


HERE has been a good deal of talk 

about branch banking. The argument 
has always been that with larger capital 
you could give better service, better admin- 
istration; you could lend a little country 
bank out in the country town and that the 
branch bank could render greater service, 
greater credit facilities than by the individ- 
ual system of banking, but now they—even 
men in high place in the financial councils 
of this nature—come in and say that “it is 
almost a national disgrace the number of 
bank failures we have had in the last two 
years.” 

It the first place, it is not fair to charge 
our individual banking system, its standing 
and worth, upon the number of failures 
that have occurred in the last ten years, 
or more especially in the last five years. 
It is no more right to charge that this 
individual system of banking of ours is 
incompetent and does not measure up to 
its responsibility by having a large number 
of bank failures, than it is to say that the 
business of this country is not measuring 
up to its responsibilities because we have 
had a larger number of failures. 

We are following in the aftermath of 
a great war when all the old barriers of 
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conservatism are swept aside, 
in the maelstrom of. war lost 
ings and did the things that 
have been done. 

Now they claim that if we were to go 
into the branch banking system we would 
not have so many failures. The best test 
of a banking system is the results that it 
has brought to the country it serves. They 
point with pride to the Canadian system as 
being the ideal banking system and would 
apply it to us. 


A Comparison With Canada 


—— started its civilization about 
the same time as the United States. 
The Canadians have had the branch bank- 
ing system; we have had the individual 
banking system. They have managed to 
accumulate nine million people up there 
in the same length of time we have ac- 
cumulated 114,000,000 people. They have 
had bank failures up there. They have had 
business failures up there. The thing is 
tending in Canada toward concentration of 
power. 

At one time they had sixty chartered 
banks. Now they have eleven, and it is 
believed by many that in a very short time 
there will be but three. If that same sys- 
tem is adopted in this country and is made 
universal, it will not be but a little while 
before we will have centralized in a few 
great commercial cities in this country the 
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financial power that contro!s the destiny 
of this country. 

There is something in this individual 
banking system of ours that is worth mak- 
ing a fight to maintain. A system of bank- 
ing that has done what our individual sys- 
tem of banking has done for this country 
in the last fifty years deserves support. 

The splendid history of the American 
Bankers Association really covers the 
great spirit of development. I have lived 
on the plains of Kansas for almost fifty 
years. When I went there I saw a little 
bank start with $10,000, more as a matter 
of enterprise than investment. I have seen 
under the inspiration and credit develop- 
ment of such small banks that great South- 
west grow into a mighty empire. There- 
fore I have the feeling in my heart that if 
we should do away with this system to take 
over the system that they have in Canada 
and do away with the individual interest 
that the organizers of these banks have in 
their community we would be doing some- 
thing to the detriment of our country. 


The Question of Close Contact 


UT West— West of the Alleghany 

Mountains, or more especially west of 
the Mississippi River—the capital of these 
thousands of small banks is raised in the 
communities where the banks are organized 
and manned by men who live in that com- 
munity and who have the welfare of that 
community at heart. When a man wants 
to talk with his banker he can come into 
the county seat and talk with him. The 
man who lives up in Alberta who wants to 
talk with his banker has to take a trip 
across the continent to talk with him: 

Now in regard to the figures. In 1923 
there were 290 solvencies, they call them, 
listed in the Canadian year book. That 
means there were 290 branch banks went 
out of business. And so they say there 
were not such a great number of failures. 
True, there were not such a great number 
of failures in the banks, but there were 
failures. 

There is one bank in Canada and if it 
should have a failure it would be the same 
as 665 failures in the United States. What 
happens to these banks on the plains of 
Canada in the smaller places? All at once 
they are closed up by arbitrary ruling of 
somebody in Quebec or Toronto or Mon- 
treal. While the loss may not be to the 
depositor, the loss to the man who had 
banking connections taken from him with- 
out notice would be just as disastrous to 
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that community as if it were a loss to 
the depositor. 


One Family’s Experience 


| Kansas there was a Scotch family. 
About 1904 or 1905 they went up to 
Alberta. They were thrifty Scotchmen. 
They did well. The value of their land in- 
creased. They raised good crops and they 
spread out and borrowed money of the 
branch bank. They had been used to Amer- 
ican ways of banking. All at once there 
was contraction of credit coming from 
headquarters asking the people to pay their 
loans. 

The Branch Manager felt sorry for them. 
The fellow running the business was way 
over on the east side of Canada and those 
people were in dire distress. Fortunately 
an uncle stayed down in Kansas, and they 
wrote to him and told him their troubles. 
So the money was loaned to them. He 
was worth the money and we loaned him 
the money to send to Canada. It took him 
two years to catch up. 

You have taken the heart and person- 
ality and interest out of the banking busi- 
ness when you put a manager in who is 
just a hired man and has nothing to say 
about it. If this branch banking system 
of which they talk is such a wonderful 
system, let’s measure it by the commer- 
cial failures in 1923. They had something 
like 3400 in Canada with nine million pop- 
ulation. In the United States we had 
18,000. Based on the ratio of population we 
should have had 50,000. 


The Problem of Bank Failures 


SN’T there something we can do to elim- 

inate the bank failures in this country of 
ours? The large per cent of the bank fail- 
ures are the smaller banks spread out over 
the great western states. We believe out 
there that the remedy is closer cooperation 
among the country bankers so that they 
will have the same protection, not as ex- 
treme, not as scientific perhaps as you have 
in your clearing house cities, but still some 
means by which they can gather the in- 
formation that is necessary to protect 
themselves. 

You may call it county clearing houses, 
or information bureaus; you may call it 
what you please. Out in our country we 
reduced our organization to county, but 
in the western part of the state sometimes 
it takes three counties to make what we call 
a county unit. We have first the state, 
then the group and then the county. 

Up to this time these county organiza- 
tions have been social matters where the 
bankers in each county got together once 
or twice a year and after a dinner talked 
over general problems, but they did not talk 
very much about how much they loaned. 
There is that acute competition out there 
that is against the general welfare and the 
interest of the country bank. 

What should be done to bring this in- 
formation home to every banker in every 
county in this country? I use the word 
“county” as the unit. It may not apply in 
all cases. It may have to overlap, but be 
that as it may, here are some figures on 
duplicate borrowing that has to do with 
Illinois. 

They made a survey of one county in 


Illinois of duplicate borrowing. In one 
county 260 men borrowed from two banks 
in one town; 190 men borrowed from two 
banks in two towns; thirty-three men bor- 
rowed from three banks in two towns; 
twenty-six men borrowed from three banks 
in three towns; four men borrowed from 
four banks in two towns, and so on down 
the list. 


Clearing House the Solution 


4b es joke of it was the surprise to the 
fellow who thought he had a man’s ac- 
count when he really did not have. My 
own experience in this goes over a. period 
of more than thirty years in country bank- 
ing. We used to think in Kansas that we 
knew about how many chickens every fel- 
low had; but whenever we got a lame duck 
and began to press the party in question, 
almost invariably we found he was not only 
borrowing from us but from somebody else. 

That could be avoided by the clearing 
house or county information bureau that is 
talked about at the present time. If we 
could eliminate duplicate borrowing in the 
country we would go a long way. 

Then another bit of information that 
could be passed around is to get rid of 
this ‘acute competition among the country 
bankers. Word gets out that the bank down 
at Joyville is paying 4%4 per cent or 5 per 
cent, and that some of our money has 
gone over there. To meet that competition 
we pay it. As a matter of fact, there 
never was anybody paying 5 per cent over 
there. 

But anyway, it is that extreme compe- 
tition for business that prompts the bank- 
ers to do these unusual things, and if 
through this information bureau it could 
be brought to the attention of all the bank- 
ers through somebody having authority. 
I do not know as we want to go into this 
anti-trust law but they could talk the mat- 
ter over and say, “We don’t believe you 
can pay 4% and 5 per cent on C. D.’s,” 
and by a gentleman’s agreement, by an un- 
derstanding that there was not going to 
be any of this rash competition, you coyld 
bring that about. | 

No bank can afford to pay too much for 
money that they cannot make a profit on by 
loaning. If that could be brought about, 
that would be Exhibit No. 2—that would be 
of great benefit—that would come to the 
country bankers by this cooperation. 

You could have an organization that 
would be of mutual understanding in the 
community and have some central place 
where the notes that are made in each bank 
each week shall be reported. 


A Check on Borrowers 


HEN when we find out that John Smith 

is borrowing from my bank and your 
bank the man who has this confidential in- 
formation will simply notify us. If John 
Smith is entitled to the double credit, that 
is all right, but if he is putting it over 
on the other fellow, when we have loaned 
him all he ought to have, a good time to 
stop him is before he gets any further. If 
you can eliminate excess loans and have 
attention called to it in time, if you can 
eliminate these things that count for bad 
banking you will eliminate bank failures. 
I have had a good deal of experience 
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with failed banks as governor of the Fed- 
eral Reserve Bank in Kansas City. I want 
to say to you I never have seen a bank 
failure which did not violate the state or 
national law. It is all predicated upon the 
ambition of fellows who spread out too 
much in the first place, and then to cover 
up do some dishonest thing. 

If there could be an advisory board that 
would restrain these young men (in a very 
large number of cases the small banks are 
manned by inexperienced men when they 
start, young men who are ambitious to 
do business), if they could have a guiding 
influence that would come through an ad- 
visory board in their own community with 
the welfare of the county at heart and 
with the welfare of the individual banks 
at heart we:could eliminate a large per- 
centage of the bank failures in the United 
States at this time. 

When it is all said and done, I do not 
think this generation could leave a greater 
inheritance than to strengthen the wonder- 
ful individual banking system owned by 
the people of America individually rather 
than as a great branch. 


The Individual Banker Gone 


this individual banking system 
predicated now upon the Federal Re- 
serve Bank, we are functioning together 
until America is the great financial power 
of the world. You can remember when 
the individual banker was a common thing. 
I can remember when the National Bank- 
ing Act was passed and the few banks scat- 
tered over the country that had national 
supervision was the talk of everybody. But 
the old individual banker who ran his bank 
as, “I can run my bank”—and he just let 
her go and stood out in defiance—is gone. 
In the growth and the expansion of busi- 
ness and in the evolution of our gov- 
ernmental functions, it became apparent to 
everybody that in order to be a bank, al- 
lowed by law to take deposits of the public, 
there should: be some surveillance and some 
supervision, and so the individual banker 
reared back, and it took a long while to 
eliminate him, but he was finally eliminated. 

If these county cooperative associations, 
county clearing houses, and county informa- 
tion bureaus can be established there will be 
an interrogation point stuck up behind the 
name of every banker who does not join the 
cooperative county clearing house and 
county information bureau, and it will not 
be but a little while before he will be knock- 
ing at the door, because he will soon see 
that people will look at that question mark 
and will ask, “Why doesn’t he belong to 
this ?” 

In my little town, Atchison, we did not 
have a clearing house in 1907 and things 
were going along. We got word from 
the clearing houses in Kansas City and St. 
Joseph that they were going to suspend 
specie payment on Monday morning. I 
called up the rest of the bankers in Atchi- 
son and they appointed me a committee 
of one to go to St. Joe to see what was 
the matter. 

I drew a check for $50,000 payable in 
currency to myself, and had it signed by 
the cashier so that the bank at St. Joe 
would not think I was trying to hike out 
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Clearing House Scope Widened 


By C. W. ALLENDOERFER 


Vice-President, First National Bank, Kansas City, Mo. 


The Examiner Plan Now in Operation in Thirty-three Cities 


With Excellent Results. 


County Credit Bureaus Already Are 


Functioning in Some Sections, Giving Promise of a System 
Eighteen More Cities Organized. 


of Rural Clearing Houses. 


ERHAPS, in view of the anni- 

versary occasion of the American 

Bankers Association, it will be 

proper for the report of the 
Clearing House Section to include some 
consideration of the nature and results of 
its activities and whether they have justified 
the confidence and support of the parent 
body. 

The work which the section undertakes, 
while covering a varied field, is really con- 
fined to an endeavor to bring about, 
among banks and bankers, practical co- 
operation through local organization. 

The first clearing house was formed in 
order that each member bank might more 
easily and safely collect checks drawn on 
the other members. To accomplish this, 
each bank was obliged to conform to cer- 
tain regulations as to the time and man- 
ner of making the exchanges and settle- 
ment. It was necessary that rules be es- 
tablished governing the return of unpaid 
checks, guaranty of endorsements, correc- 
tion of errors in lists, etc; and, for the 
settlement of possible disputes, officers 
were chosen whose decisions the members 
agreed to accept. No doubt, séme assess- 
ment had to be made to cover expenses. 
As in every successful cooperative organi- 
zation the individual members surrender 
some independence of action, forego some 
occasional advantage, and contribute more 
or less to help the management. In re- 
turn they receive convenience, protection 
and savings, or else the organization dies. 


The Need of Cooperation 


T is hard to conceive how the operations 

of today by banks, stock exchanges and 
grain exchanges could be carried on in 
the larger cities without clearing house 
settlements. 

The banks soon found it to their ad- 
vantage to include in their agreements cer- 
tain reasonable rules governing their rela- 
tions with the public, such as fixing the 
hours for opening and closing, the rate 
of interest to be allowed on savings and 
other classes of deposits, etc. Thus the 
clearing house became the channel through 
which the united effort of banks in the 
city found expression. They were estab- 
lished in many places under plans gen- 
erally similar and, of course, each totally 
independent of and unassociated with other 
clearing houses. 

One of the earliest, if not in fact the 
first, object of this section was to pro- 
mote the organization of these associations, 
to study the plans of operation in the 


various cities and to distribute to all those 
interested the news of any successful in- 
novation. In this work it continues to 
be quite active. There are now 367 clear- 
ing houses in the United States of which 
eighteen have been organized during the 
past year. Among these are the cities of 
Alexandria, La.; Alameda, Cal.; Ardmore, 
Okla.; Boone, Iowa; Dunkirk and Fre- 
donia, N. Y.; Eau Claire, Wis.; Lakeland, 
Fla.; Macomb, IIll.; Marion, Ohio; Mar- 
shall, Va.; Middletown, Conn.; Petersburg, 
Va.; Hattiesburg, Miss.; Keokuk, Iowa; 
Sheboygan, Wis.; Shawnee, Okla.; St. 
Petersburg, Fla., and Raton, N. M. 


Task Far from Complete 


S it not evident from these names that 

the task is far from complete, that there 
remains a great field in the smaller cities 
to say nothing of the towns? The off- 
cers of this section believe that a clear- 
ing house is worth while in any place 
where there are three or more _ banks. 
Verbal agreements between individual 
banks will not be lightly broken, but as 
between institutions, to save slips of mem- 
ory and misunderstandings, it is much bet- 
ter to have a formal record in writing on 
the books of a clearing house. In a few 
cities the actual clearing settlement has 
been taken over by the Federal Reserve 
Banks, but the associations continue for 
the exercise of their other functions, and 
even the method of settlement cannot be 
changed except by consent of the members. 

The clearing of city checks was quite 
naturally followed by plans for the more 
economical collection of out of town 
checks through “country clearing houses.” 
First adopted in Boston it was copied in a 
number of cities. They were very suc- 
cessful and did a great deal to blaze the 
way for the collection system of the Fed- 
eral Reserve Banks, which has largely 
taken over the work of the country clear- 
ing houses by reason of the expense be- 
ing absorbed by the Federal Reserve Banks. 
However, several still exist for the col- 
lection of items which the Federal Reserve 
Banks will not handle and, I believe, a 
new country clearing house has recently 
been established in Little Rock, Ark. This 
section fostered the plan during the period 
of its greatest importance and we do not 
feel that its usefulness has entirely passed. 

The most outstanding development in the 
clearing house (after the accomplishment 
of its initial object), is that of the exam- 
iner system. Bankers in Chicago suddenly 
became aware of a condition in a chain of 
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banks there which threatened a _ serious 
disturbance in the whole body of deposi- 
tors in Chicago banks. In order to save 
the situation the liquidation of these totter- 
ing banks was undertaken as a clearing 
house proposition with a prospect of sub- 
stantial loss to the other banks. As a 
means of preventing a recurrence of the 
disaster, a plan was adopted under which 
examinations are made by a skilled staff 
under direction of an experienced ex- 
aminer who is bound by no regulations 
or instructions except to see that the banks 
are kept safe for the depositors. 

With no superior authority except the 
Executive Committee of the Clearing House 
and with no power to enforce their re- 
quirements except that of cancelling the 
clearing house membership of an offend- 
ing bank, the examiners in Chicago and 
other cities, which adopted the plan have 
been able to exert an influence of con- 
structive constraint which has done much 
to raise the average standard of bank 
management, and they have a record of 
almost perfect performance in the interest 
of the depositing public for nearly twenty 
years. The strength of the clearing house 
examiner system may be partially ex- 
pressed in the following items: 

Examinations are voluntary and there- 
fore accompanied by a full degree of 
frankness on the part of officers of the 
bank. 


Examiner an Advisor 


HE examiner is the confidant and friend 

of the bank officers and the benefit of his 
advice and information is freely sought and 
given. His mind and his files become thor- 
oughly cross-examined as to the connections 
between individuals and institutions, not only 
among borrowers, but among the banks 
themselves. This is due to his continuous 
work in one city, with reasonable compensa- 
tion, adequate assistance and freedom from 
political or other influence. 

The examiner system has been adopted 
in thirty-three cities. While capable of a 
good deal of variation to suit different 
situations, it requires essentially the giving 
up of some information, submitting to 
supervision, assuming some expense and in 
general surrendering some degree of in- 
dividual independence. Where tried, these 
sacrifices are not found to be onerous or 
distasteful but the fear of them, or the 
pride in personal achievement, or some- 
thing, holds back many bankers from 
agreeing to the examiner plan. Its estab- 
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lishment in additional cities must there- 
fore be advanced with tact and much 
patience. We know of several cities in 
which all but one or two bankers are ready 
for it. We are happy to report the actual 
installation of the plan in one additional 
city during the year—Des Moines, Iowa. 


Finding Duplicate Borrowers 


N most of the cities in which the ex- 

aminer plan is in operation there is some 
provision made under which a bank offi- 
cer may ascertain the total debt to banks 
in that city of a borrower from his bank. 
In other words, the duplicate borrower, the 
over-extended borrower, and the borrower 
under various incorporated names, may be 
watched. So valuable was this department 
found that in some cities which were not 
ready to employ the full examiner plan, 
a credit bureau was opened to cover this 
feature. These have been successful where- 
ever: tried. In fact some have been formed 
which include two or more closely neigh- 
boring cities whose credits overlap. This 
has encouraged the officers of the Clearing 
House Section to renew their recommenda- 
tions that the credit bureau principle is 
applicable to groups of banks other than 
those in a single city, and that all those in 
a county or other conveniently marked 
territory having competitive institutions 
with duplicate borrowers can _ profitably 
employ the plan. 

It seems strange indeed that nearly every 
line of business handling credits has an 
interchange except banking, to which credit 
is life itself. Our efforts have not been 
without success. County credit bureaus 
are now actually in existence and offer 
testimony of the value of their service. 
In a number of places the work prepara- 
tory to organizing a bureau was done late 
in the spring and summer and we do not 
know exactly how many have been com- 
pleted. So far as known there are five 
county credit bureaus. 

In spreading this gospel we have had 
the cordial support of the State Secretaries 
Section and the State Bank Division. The 
State Associations of Virginia and Illinois 
have had special committees on this sub- 
ject. In both states excellent pamphlets 
have been prepared and distributed and 
discussions held at county and group meet- 
ings. Their printed reports show the re- 
sults of several surveys of duplicate bor- 
rowings and furnish conclusive evidence of 
the magnitude of this danger. Excellent 
presentations of the subject have been 
made at state conventions and elsewhere 
by C. B. Hazlewood of Chicago, and C. 
A. Chapman of Rochester, Minn. As 
with the examiner system, it takes tact 
and patience to secure its adoption but we 
should perhaps be satisfied that with the 
effort so far made there are now several 
living examples scattered in different parts 
.of the country which are far better argu- 
ments for more bureaus than those offered 
by our section in the beginning. 


Organized Cooperation 


OME of us have dared to hope that these 
credit bureaus may some day grow 

to be groups having examiners as do the 
City clearing houses, but we say so only in 


whispers, fearing to frighten timid souls 
away with such an ambitious program. 
However, organized cooperation between 
banks along credit lines is sure to come— 
let us hasten the day. 

The organization of clearing houses, 
examiner systems and credit bureaus are 
primary objects in our section’s efforts, 
but we also have other important accom- 
plishments and hopes. 

From an operating standpoint no united 
action has saved so much time and 
money for banks as the American Bankers 
Association numerical transit system. We 
have come to take this so much as a mat- 
ter of course that we forget the diligence 
with which it was pressed by the Clearing 
House Section so that all checks may show 
in figures on face and back what bank it 
is drawn on and what bank it is indorsed 
by. Ninety-two per cent of the checks 
printed now carry the numbers on the 
face and our special committee is con- 
tinuing its effort to make this 100 per cent. 
Country banks find it a saving quite as 
much as do the city banks. 

The American Bankers Association No 
Protest Symbol is a similar everyday op- 
erating convenience. It still lacks univer- 
sal agreement as to the minimum amount 
of a check which should be protested if 
not paid. But if one looks back he will 
find that before this was taken up by the 
Clearing House Section the minimum pro- 
test amount varied from $5 to $100, and 
included odd amounts such as $35 to $60, 
etc. 


A Compromise Adopted 


TS section adopted $20 as the most 
‘& feasible compromise. The Federal Re- 
serve Banks then adopted $10, but seemed 
none too sure that they would not change. 
It would appear that a new canvass of the 
banks might be taken during the coming 
year and used as a basis for agreement so 
that the American Bankers Association 
and the Federal Reserve Banks will be 
together. 

This section early recognized that with 
the growth of our Federal Reserve System 
it was highly desirable that we develop 
an open acceptance market. The work of 
the Section’s Committee on Acceptances 
under the leadership of Jerome Thralls has 
been most effective. 

Several years ago the Clearing House 
Section approved certain standard sizes 
for checks and drafts which had been de- 
cided on by the State Secretaries Section. 
There has not been the fullest cooperation 
by banks and printing houses in the 
adoption of these sizes, and the matter is 
again up for discussion at the suggestion 
of the United States Department of 
Commerce. 

We are asking the State Secretaries to 
join us in considering the advisability of 
reopening this subject and possibly includ- 
ing in the discussion some other forms of 
general bank use, such as deposit slips, 
cash letters, etc. 


Auditors to Organize 


NE of the highly individualistic posi- 
tions in a bank is that of auditor or 
comptroller. With little or no opportunity 


to compare notes with other men in similar 
work he has had to get his lessons in the 
expensive school of experience. This ap- 
plies both to the prevention of defalcation 
and the economy and worth of record 
systems. Under the direction of Francis 
Coates, last year’s president of this sec- 
tion, a preliminary conference was held at 
the Chicago convention, following which a 
committee was appointed under the Clear- 
ing House Section to arrange a permanent 
organization. R. H. Brunkhorst of Chi- 
cago, chairman, and his associates have 
done their task well. Twenty-three local 
chapters, or conferences, have been formed 
and at their meeting here a national or- 
ganization has been formed operating 
through a committee appointed from this 
section. The close affiliation of this work 
with that of the clearing house examiners, 
together with the desire of the auditors 
and comptrollers themselves. to be a part 
of the American Bankers Association 
makes this arrangement most desirable for 
the present. We look for some fine ac- 
complishments from this body of men. 

The last activity of the section to be 
mentioned in this report is important not 
only for what has been done, but for the 
field which it opens up. Banks have be- 
come so keenly competitive during the 
past few years that there seems to be no 
limit to the free services which they ex- 
tend to the public. Some of this is justi- 
fied—some is not. Rates of interest on 
deposits fixed when loan rates were high 
should be reduced now without fear that 
the money will go to a competitor. The 
cigar girl with a $12 balance is not entitled 
to those fancy check books. The real in- 
vestor should have the full time and advice 
of experts who will go over his list of 
securities scientifically. The country cor- 
respondent who wants theater tickets 
bought or flowers sent to the boat is en- 
titled to this act of friendly interest. The 
small business is not to be despised, but 
all business should be more carefully ex- 
amined to determine whether it is profit- 
able to the bank or is getting service to 
which it is not entitled. There is but one 
test to apply—that of analysis. 


Methods Set Forth in Pamphlet 


E have been fortunate indeed in hav- 

ing on our Analysis Committee, O. 
Howard Wolfe of Philadelphia, William F. 
Augustine of Richmond, and Dale Graham 
of St. Louis. They have published a re- 
markable pamphlet outlining in a clear, 
readable manner the principles of analysis 
and a simple method of applying them. In 
its distribution we are again indebted to 
the State Secretaries. It is believed that 
the study of this pamphlet and the hearing 
of the talks on this subject made at various 
conventions will make for better individual 
banking, pave the way for organized co- 
operation between the banks on rates of 
interest to be paid, special services to be 
rendered and the like. Not do we fear for 
a moment that such agreements will ever 
be unfair to the public. Unless I am mis- 
taken, the Analysis Committee has opened 
up an educational campaign that will be 
very far-reaching. 
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With the State Secretaries 


Addresses by Craig B. Hazelwood and General Counsel Paton. 


Discussion of the McFadden Bill. 


Section’s Protective Com- 


mittee Reports on the Problem of Bank Robberies and Offers a 


Solution. 


N many respects one of the best meet- 
ings in the history of the State Secre- 
taries Section was the 1925 meeting in 
Atlantic City. Members of the Section 

were present from twenty-four states and 

from Porto Rico. There were addresses 
by Craig B. Hazelwood, vice - president 

Union Trust Company of Chicago on “Bet- 

ter Banking Methods,” and by Thomas B. 

Paton, General Counsel of the Association, 

both of which are printed elsewhere 

in this issue. Mr. Paton’s address 
reviewed the McFadden Bill and re- 
lated matters. 


RESIDENT W. F. AUGUS- 

TINE, in reporting on the year’s 
work, told of the activities of the 
Section in assisting Secretary of the 
Treasury Andrew W. Mellon in his 
effort to restore the silver dollar to 
the money circulation of the coun- 
try, and the aid extended to the 
Stone Mountain Confederate Monu- 
mental Association, of Atlanta, Ga., 
in the sale of the Confederate Me- 
morial half dollars. 

President Knox in a brief talk to 
the members of the Section said: 

“This Administration now about 
to go out, appreciates the loyalty of 
the State Secretaries Section—the 
way in which you have stood be- 
hind everything that we have wanted 
to do, the spirit of cooperation that 
you have shown, and I bespeak for 
the incoming administration exactly 
the same loyalty. Mr. Wells will 
appreciate it and the job requires a 
lot of cooperation. Whoever may 
have the fortune to be President of 
the American Bankers Association 
really needs to have everybody be- 
hind him. 

“T have had the pleasantest kind 
of a pleasant year. I have done 
some work. I am supposed to have 
done a whole lot more work that 
men like Paton and Shepherd have really 
done and that I have gotten the credit for. 
I am passing the credit right along to them 
now. They deserve it. We have a fine or- 
ganization there; there is a great spirit in 
it. I do not know of any organization any- 
where that is better equipped to handle such 
a work.” 

The Protective Committee of the Section, 
composed of Eugene P. Gum of Oklahoma, 
Chairman W. A. Philpott, Jr., of Texas, 
and Frank W. Warner of Iowa, presented 
an extensive report in printed form dealing 
with the epidemic of bank robberies and the 
remedies for combating it. The heavy rob- 
bery losses, the report said, had resulted in 


insurance companies raising their rates until 
in some states the banks were paying from 
$6 to $10 a thousand. 


The Vigilantes Effective 


ONCERNING remedies for the crime 
situation, the Committee said: 

“The most potent factor available at this 

time for the checking of bank robberies is 


E. P. GUM 
President State Secretaries Section 


the operation of vigilance committees in the 
affected districts. This plan of suppression 
is expensive, but the results obtained in Iowa 
justify the outlay. Seven states have 
adopted the plan. These are Iowa, Illinois, 
Indiana, Minnesota, Kansas, California and 
Oklahoma. 


“In Iowa the robbery insurance rates 


Total Amt. 

State and Daylight 
Number of Banks Ins. in Force 
Iowa, 1718 ..... $40,000,000 

40,000,00 
Kansas, 1289 30,000,000 
40,000,000 
Oklahoma, 789 30,000,000 


Aid for Movement to Organize Bank Attorneys 


were reduced from $4 to $1 per thousand. 
The insurance companies credit vigilantes 
with a sufficient suppression of the robberies 
in that state to justify the reduction, and 
have promised other states a reduction if 
their vigilantes will secure’ similar results. 
We have gathered some statistics on the 
cost of daylight hold-up insurance for banks 
in several states from an insurance actuary 
and have prepared a table as given below.” 


How Bankers Can Help 


ONTINUING its suggestions 

of preventive measures to be 
taken by bankers, the committee 
said: 

“Bankers can cooperate by using 
the latest vault and safe equipment; 
by installing an up-to-date burglar 
alarm system; by use of a vault 
door attachment to throw the bolts 
in case of an attempt to burn or 
blow the door; by cutting down the 
volume of cash on hand to the mini- 
mum required; by taking out of the 
safe the amount of money neces- 
sary to handle the business of the 
day when you open, placing the bal- 
ance under time lock until closing 
period; by joining the other bank- 
ers of the country in the payment of 
a reward for the arrest and convic- 
tion of bank robbers; by reporting 
just cases to the Burns Agency 
promptly; by refusing to cash items 
without proper identification and 
endorsement, especially on an un- 
collected item. 

“State associations, where prac- 
ticable, should employ private de- 
tectives to assist the Burns Agency 
in suppressing criminal activities. 
They should cooperate, where preju- 
dice now exists. Its inefficiency in 
sectional service is responsible for 
the criticism offered. More effi- 
ciency might be employed by a care- 
ful check through the protective department. 
In many instances, more time than three days 
should be allowed for an investigation.” 

The National Thrift Week Movement 
has spread steadily over the country and 
there are 300 cities and towns where it is 
cbserved in an organized way, according to 
(Continued on page 298) 


Av. Yearly 
Present Yearly Av. Amt, Cost per 
Rate per $1000 Cost Daylight Bank at 
Ins. per Year for State Ins. per Bank Present Rate 
$1.00 ,000 ,000 50 
3.00 120,000 50,000 150 
6.00 180,000 30,000 150 
4.00 160,000 50,000 200 
6.00 300,000 50,000 300 
10.00 300,000 40,000 400 
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The Way to Sounder Banking 


By C. B. HAZELWOOD 


Vice-President, Union Trust Company, Chicago 


Failure ot 704 Banks During 1924 Emphasizes Need for 
Making Banking Safer for Depositors and Stockholders. Clear- 


ing House Examiner System, or Its Equivalent in the Country, 
Urged. Benefits Are More Than Worth the Cost to Banks. 


HE opinion of bankers should be 
sound on all economic questions and 
on all political problems having a 
financial or economic aspect. Above 
all else, bankers should be sound on the 
banking business itself, on the conduct of 
banks in a safe, efficient and beneficial to the 
public way. I sometimes wonder if in the 
various bankers’ organizations it is not as- 
sumed that the membership knows all there 
is to know about first-class banking practice. 

There were 704 bank failures in the 
United States in 1924, and I should say this 
is sufficient proof in itself that constant 
study and constant teaching of sound bank- 
ing practice is necessary. The local organi- 
zations like the county organizations or 
groups, or the state organizations, present 
the best opportunity for this study rather 
than the national body, and the state secre- 
taries to a very large extent, control the 
character of the programs that are pre- 
sented at meetings. Consideration of the 
problem of how best to run a bank should 
not be overlooked when the programs are 
framed. 

The probabilities are that no amount of 
foresight, or knowledge, or supervision will 
entirely eliminate bank failures. It is an 
absolute certainty, however, that there would 
have been fewer than 704 failures in 1924 
if a great many of the failed banks had been 
better managed. I believe there is a direct 
and positive obligation resting on every or- 
ganization of bankers to make our business 
safer for the Bank stockholders and the 
public alike. 


Why Banks Fail 


HE causes of bank failures are many. 


Most of them, in one phase or another, 
are due to the lack of proper management. 
Think over for a minute the common causes 
of bank failures: — excessive loans, inex- 
perience, too many banks for all to live, too 
much loaned to special interests, no diversi- 
fication of loans, too much loaned to one 
industry, prime example—too much money 
loaned to farmers in an agricultural com- 
munity. If out of the eighty-four banks in 
Iowa that failed in 1924, they all had some 
slack in their line, that is, outside paper not 
dependent on agricultural conditions in an 
amount equal to 20 per cent of their total 
loans, more than half of them would be do- 
ing business today. When the farmers’ de- 
posits began to go out and the farmers’ loans 
could not be paid, and they had exhausted 
their borrowing power, they were all 
through. Outside paper which could be al- 
lowed to run off or rediscounted would have 


been a life-saver for most of them. This 
kind of paper could not have been had at the 
counter rate, but the difference in interest 
would have been well spent for insurance. 
Every bank has a duty to extend credit to its 
community but not with the inclusion of 
improper risks. No stress of competition 
should warrant loans in which there is more 
than an ordinary risk. 

There is a new group of banks springing 
up every year and there is a need every year 
of preaching the doctrines of sound banking 
practice. Generally speaking, the principles 
of sound practice are the same year after 
year and these have been substantiated by 
actual experience over many years. It would 
be a very worth-while thing for each state 
bankers association to have a place on its 
annual program for discussion of the causes 
and circumstances in connection with each 
of the several bank failures that took place 
in each state during the preceding year. The 
more frank and literal this discussion might 
be made the better. Unquestionably, some 
of the state bankers would see some red 
lights, or at least some green lights, they 
hadn’t seen before. 

The state associations can help a lot in 
the improvement of banking conditions by 
education along the lines of sound banking 
practice. They can, of course, help further 
by standing back of legislation which im- 
poses intelligent legal restrictions on banks, 
which gives state banking departments full 
scope for intelligent supervision without 
political interference, which defines and 
regulates the laws of the state regarding the 
use of credit instruments, the duties and re- 
sponsibilities of bank officers and directors, 
and which includes laws protecting banks 
from forgeries, frauds, and thieves. 


Better Supervision Needed 


N addition to education of its members 

and the support of proper bank legisla- 
tion, I believe that the associations should 
consider the subject of more efficient -meth- 
ods of bank supervision. Most bankers are 
conscientious and yet most of them accom- 
plish the best results under supervision. It 
is a perfectly human thing to make mistakes 
and bankers are human. Most bankers work 
better if they have in mind that someone is 
checking their operations and that it will be 
necessary to account to someone for the re- 
sults obtained. Only a comparatively few 
men can be depended upon to operate single- 
handed without error. Supervision of some 
kind and the handling of matters according 
to precedent and principles which are well 
established are helpful to all. 
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If the element of error can be materially 
reduced, and if bankers can make banking 
measurably safer for the banking public, 
are we not accomplishing something really 
worth while from our own standpoint? Are 
we not to be held accountable, therefore, for 
the bankers who cannot be depended upon 
to make bank deposits secure? If we will 
not assume this responsibility, not alone for 
our own institutions but for neighboring and 
competing banks, how can we successfully 
argue against the attempt to do so by gov- 
ernment guaranty, which provides no dis- 
crimination between good and bad banks and 
no incentive for the employment of the best 
banking methods? 

Why has such guaranty of bank deposits 
alwavs been unsuccessful? Why has it failed 
miserably in Oklahoma? First, its failure 
is due to political control, and second to the 
fact that it provides for an insurance with- 
out reference to the risk involved. To illus- 
trate, would privately owned insurance com- 
panies undertake to issue a bond or guaranty 
for every dollar of deposits in banks? They 
would be very glad to do so without doubt 
for by far the greater amount of deposits. 
Unquestionably, however, they would re- 
serve the right of selection of the risks. The 
answer to the demand of the public that de- 
posits be kept safe is not to be found in put- 
ting all banks on a common basis, but rather 
in establishing some basis of discrimination 
for the depositor between banks which are 
rightfully managed and those which are not. 
This standard of discrimination can be set 
up by the bankers themselves if they will 
organize for this purpose. 


Safeguards for Banking 


HE kind of an organization I refer to 
would ordinarily be called a Clearing 
House Association. It can be called by some 
other name as a Credit Bureau, for example. 
The idea would be that the banks, of one 
county or more than one county, perhaps up 
to twenty or twenty-five in number, would 
combine in an organization for mutual pro- 
tection and set up certain banking standards 
which could be translated into increased 
confidence in the community and increased 
deposits. Such an association would elect a 
committee of management from its own 
members and employ an examiner. Peri- 
odical examination would then be made for 
the purpose of disclosing the exact position 
of each member bank and it would be more 
than a simple check of the cash and the 
books. 
He would make a thorough analysis of all 
the assets, a review of every note in the 
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portfolio, and every security in the vault, 
and determine the actual position of each 
bank. His reports should be a complete 
story and a fair appraisal of the bank’s 
ability to pay its depositors. He should be 
frank and open in his criticism and he 
should be able, if necessary, to prove his 
contentions to the directors of the bank. 
There should be no excuse for the loss of 
the entire capital and surplus of any member 
bank. As a matter of fact a thoroughly 
organized Clearing House examination plan 
should protect the interests of the public to 
the fullest extent. Unlike State Guaranty 
of Deposits, it recognizes the risks that are 
involved. The association knows precisely 
what those risks amount to and can pro- 
ceed intelligently to the task of seeing that 
no depositor of a bank belonging to the 
association loses a dollar. 

This plan of Clearing House examination 
has been in operation in thirty-three cities 
over the country and in some of them for 
many years. It has produced real results 
and it is perfectly certain that there is a 
larger confidence in the safety of banks un- 
der this plan than would otherwise exist. 
Some of the cities where it is in operation 
are comparatively small and there are a few 
cases where it has been put in operation in 
what can be called country communities. I 
am convinced that the operation of the plan 
will spread and more and more country 
communities will take it up in the next few 
years. 

I recognize at once the objections that 
will be raised to the plan. One of the 
very first will be that bankers in any given 
community are intensely jealous of each 
other, and it would be difficult to get them 
to drop their distrust of their neighbors and 
to cooperate for a common purpose. My 
answer would be that bankers in country 


communities are just as competitive and just 
as human in their reactions toward their 
neighbors as banks and bankers in the cities, 
but not more so. Precisely the same prob- 
lems of competitive jealousies had to be met 
in the organization of Clearing House Asso- 
ciations in the larger cities. Many cases may 
be cited where bankers were suspicious of 
the plan in the beginning, were fearful that 
information regarding their business would 
be communicated to their competitors, but 
where they now are thoroughly convinced 
that the plan has worked wholly for their 
own good and the general banking situation 
of their community. 


There is never any objection on the part 


of the public to the inauguration of such an 
association. The opposition has always come 
from the bankers themselves. The opposi- 
tion is not well founded from the stand- 
point of good business, for every move that 
tends to strengthen the banking business in 
a community benefits each individual bank 
no matter how strong it may be. 

The next objection that will be made is 
that of expense. Banks are operated on a 
narrow margin of profit. The question will 
be raised, can they afford this plan? What 
would be the cost of its operation? Not 
more than $6,000 a year employing one good 
man and a_ stenographer. If there are 
twenty-five members, this would mean a cost 
of $240 per annum per member. I do not 
believe that any bank could buy any kind of 
insurance that would purchase as much 
safety, confidence, and easy feeling in its 
own mind. Membership in such an associa- 
tion would increase deposits of country 
banks just as it has in city banks. I know 
that the average country bank has to look 
closely to its expense item, but I believe that 
the amount involved in this matter would be 
small in comparison with the benefits. 


I believe now that this plan is a much 
more workable and practicable idea than 
I did the first part of the summer. I made 
three speeches about it at the Missouri, 
Pennsylvania, and Colorado conventions. I 
sent out printed copies of the speech and I 
have received a big file of letters from bank- 
ers all over the country expressing interest 
in the idea and stating that they intended 
to do something about it. It is not my idea, 
nor does the credit for it belong to any in- 
dividual. It is a part of the program of the 
Clearing House Section of the American 
Bankers Association, which has advocated 
it for years. Starting with Chicago follow- 
ing the Walsh bank failures twenty years 
ago, the plan of voluntary examination by a 
local man who concentrates his efforts on 
comparatively few banks, and whose re- 
ports are made the basis for improving 
banking conditions in strictly local territory, 
the plan has spread to thirty-two other cities 
and to a few communities of country banks. 

I believe this plan can be carried further 
into many more communities, and from the 
enormous volume of correspondence I have 
had this past summer, I judge there is a 
decided interest in doing so. The American 
Bankers Association, through its Clearing 
House Section, is in favor of the plan and 
will do everything possible to forward it. 
The actual organization work will have to 
be done nearer home. If it is to be put over 
the various state organizations will have 
to help. 

I hope I have shown that the plan is work- 
able and worthwhile. If it is, and if it re- 
duces the risks and losses in the banking 
business, and if it heads off agitation for 
bank regulation and banking legislation like 
guaranty of deposits, I submit that there is 
nothing better that can be adopted for the 
banks and the public in the various states. 


Crimes Against Banks on the Decline 


HE bank crime situation does not 

present a national problem, the Pro- 

tective Committee of the American 

Bankers Association reported at the 
annual convention. A continued improve- 
ment during the past year in the proportion 
of arrests effected by agents of the associa- 
tion was noted, as was a decrease of 541 
criminal attacks against banks. 

“During the past year the Protective De- 
partment directed the investigation of 981 
cases of crimes perpetrated against member 
banks as contrasted with the total of 1522 
cases investigated in the preceding year,” 
James E. Baum, Deputy Manager, reported. 
“This service, which is rendered to all mem- 
bers under regulations, which aims toward 
the prevention of crime in preference to the 
slow, costly and doubtful results of detec- 
tion, resulted in the arrest of 504 criminals, 
308 of which have already been convicted 
and imprisoned. 

“Although this advance of members in 
dealing with the criminal is notably true of 
forgeries and other check frauds, the pre- 
vention of which rests largely upon the 
bank, a reduction is also shown in the num- 
ber of burglaries and holdup robberies. With 
fifty-seven burglaries and 144 daylight rob- 


beries, or 201 crimes of violence directed 
against members, the past year compares 
favorably with the record of the five pre- 
ceding years and shows a distinct improve- 
ment over 1921, the peak year of bank rob- 
bery, when 337 similar attacks were re- 
ported. 


66 AGAINST these comparisons, which 

picture the results from a national 
viewpoint and measure the progress of our 
membership in combating the criminal ele- 
ment, one discomfiting fact cannot escape 
attention: two-thirds of these attacks were 
directed against banks in eight states. With 
one-third of the total number of banks, II- 
linois, Oklahoma, Kansas, Missouri, Cali- 
fornia, Michigan, Tex.s and Indiana banks 
suffered two-thirds of all bank crimes com- 
mitted during the past fiscal year. These 
ratios apply, whether or not non-member 
banks are included, and thereby prove: (1) 
that the bank crime situation does not pre- 
sent a national problem and (2) that 
the organization of vigilantes, which is now 
under way in all but two of these states 
(Missouri and Texas) is fully warranted by 
prevailing conditions. In these states, as 
well as others, the situation impels more 


drastic means of protection than the present 
system of guardian police to checkmate this 
most dangerous and growing menace to 
banking—the holdup man. 

“The present vigilante movement, inaugu- 
rated in 1921 by the Iowa Bankers Associa- 
tion, furnishes an excellent example of the 
preventive measures required to cope with 
the criminal of today. A comprehensive and 
practical survey of its criminal code and 
methods of law enforcement showed the 
system to be inadequate and ineffectual. It 
was changed to give law-abiding citizens 
and police officers an even chance with the 
bands of desperate criminals, roving about 
and flouting the law at every turn. Picked 
men were sworn in and armed as deputy 
sheriffs in the communities of every county. 

Intensive campaigns along educational 
lines were also conducted to organize and 
inspire the communities to swift and rigid 
enforcement of law, resulting in the 
following changes: 1. Increasing the pen- 
alties for bank robbery in Iowa. 2. Creating 
state and county bureaus of criminal identi- 
fication. 3. Holding state and county schools 
of instruction on law enforcement. 4. Com- 
pensation of wounded officers, or their de- 
(Continued on page 297) 
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From a painting by Walter de Maris Copyright 1925 by American Bankers Association Journal 


THE NEW MONEY TRANSPORT 
The Armored Car Made Necessary by the Prevalence of Banditry 
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~ The McFadden Bill and Branch 


Banking 


By THOMAS B. PATON 


General Counsel, American Bankers Association 


Review of the History and Underlying Purpose. 
Council Action in the Spring of 1924. The Hull Amendments 
The Proposed 


and the Mandate of the Chicago Convention. 


WILL attempt to briefly state the his- 
tory and underlying purpose of the 
McFadden bill H. R. 8887 which passed 
the House in the sixty-eighth Congress 
but failed to pass the Senate. 

The bill was originally introduced Feb- 
ruary 11, 1924 as H. R. 6855 and after full 
hearings by the House committee on Bank- 
ing and Currency, it was amended, reintro- 
duced as H. R. 8887 and reported favorably 
to the House on April 26, 1924. The bill 
had two main objectives, as reported by the 
House committee: 

1. To enlarge and modernize the charter 
powers of national banks so that they might 
effectively compete with state banks, mem- 
bers of the Federal Reserve System, operat- 
ing under charter powers granted by state 
legislatures. 

2. To put certain restraints upon branch 
banking by member banks in the Federal 
Reserve System, by stopping the further 
extension of state-wide branch banking by 
such banks and permitting national banks to 
have branches in those cities where state 
banks were allowed to have branches under 
state laws. 


Amended Bill Approved 


A‘ the spring meeting of the Executive 
Council of the American Bankers As- 
sociation (April 28-May 1, 1924) the bill was 
given consideration and everything was ap- 
proved except the branch bank provisions. 
In the interim between the spring meeting 
and the annual convention at Chicago in 
1924 certain amendments, popularly known 
as the Hull amendments relating to the 
branch bank features, were framed and ap- 
proved by the sponsors of the bill at Wash- 
ington and at the Chicago convention a reso- 
lution was unanimously adopted “that the 
amended McFadden bill should be enacted 
in its present form at the earliest moment” 
and instructing the Executive Officers and 
Federal Legislative Committee of the Amer- 
ican Bankers Association to “aid to the ut- 
most in the enactment of the bill.” Follow- 
ing this the bill, in the form approved by 
the American Bankers Association, was 
passed by the House on January 14, 1925 
but, as already stated, did not go through the 
Senate because of lack of time. 

The bill then as it passed the House, 
being the one approved by our Associa- 
tion, must be taken as the text in the ex- 
planation of its provisions, although the 


Amendments in the Senate Where Measure Failed of Enactment 


Senate committee on finance, in reporting the 
bill to the Senate, eliminated certain of the 
branch bank provisions deemed essential 
under the Chicago resolution. 

It may be well to first summarize the 
provisions of the bill relating to national 
banks other than the branch bank features, 
They provide (1) a simple method of con- 
solidation of a state with a national bank, 
to obviate the indirect method of first con- 
verting a state into a national bank and 
then consolidating; (2) for indeterminate 
national bank charters in place of the exist- 
ing ninety-nine year period; (3) enable a 
national bank to acquire a building site for 
a new location and for which it may not 
have fully completed its plans; (4) permit 
national banks in outlying districts of cities 
with population in excess of 50,000 to or- 
ganize with a capital of $100,000 instead of 
$200,000; (5) permit national banks to pay 
dividends on stock, enacting into law the 
existing ruling of the Comptroller of the 
Currency; (6) legalize the position of 
Chairman of the Board of Directors; (7) 
reenact and clarify Section 5200 Revised 
Statutes covering the 10 per cent limit on 
loans to a single borrower and the excep- 
tions; (8) amend Section 5202, providing a 
limitation on the total of indebtedness of 
national banks by adding as an additional 
exception liabilities incurred under Section 
202 of Title 2 of the Federal Farm Loan 
Act of 1916, as amended by the Agricultural 
Credits Act of 1923; (9) amend Section 
5208 Revised Statutes by clarifying the 
language relating to illegal certification of 
checks; (10) permit the Board of Directors 
to designate an assistant cashier or a vice- 
president to verify reports to the comptroller 
in the absence of the President and the 
Cashier; (11) amend Section 13 of the Fed- 
eral Reserve Act, broadening the field of 
eligibility for rediscount of paper exempted 
from the 10 per cent limit under Section 
5200; (12) permit national banks to own 
stock in a safe deposit company limited to 
15 per cent of the bank’s capital and sur- 
plus; (13) make it a crime for a Federal 
examiner or assistant examiner to steal 
from a member bank; (14) increase the time 
limit for loans on improved city property 
from one to five years; (15) permit national 
banks to engage in the investment business. 

Coming now to the branch bank provi- 
sions of the bill as it passed the House, con- 
taining amendments approved by the Chicago 
convention : 
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Executive 


(a) The original bill as reported to the 
House permitted national banks to have 
city branches, restricted as to population, 
where state banks were permitted to have 
branches. The restrictions as to popula- 
tion were that the bank could have only one 
branch in cities of between 25,000 and 50,- 
00, and two branches in cities between 
50,000 and 100,000. These provisions were 
not satisfactory to those opposed to branch 
banking and an amendment, approved by the 
Chicago convention and contained in the 
bill as it passed the House, restricted this 
permission to states which at the time of 
the approval of the act permitted branch 
banking with the proviso that should any 
state hereafter repeal its branch bank stat- 
utes, national banks could not thereafter 
establish city branches. 

(b) In the case of state banks applying 
for membership in the Federal Reserve Sys- 
tem, the bill as reported to the House re- 
quired the applicant to relinquish its state- 
wide branches. 


A Restriction Added 


lie amendment approved at the Chicago 
convention and incorporated in the bill 
as it passed the House further restricts 
the privilege of entering the system by 
requiring the relinquishment of any branches 
established after the passage of the act in 
any state which did not permit branches at 
the time of the approval of the act. In 
case of existing state member banks, 
there is nothing in the original or amended 
bill which prevents them from retaining 
their state-wide branches. The bill as re- 
ported to the House prohibited existing 
members from establishing future state-wide 
branches but permitted the establishment of 
city branches restricted as to population. 
The Chicago amendment incorporated in 
the bill as it passed the House further pro- 
hibited the state member bank from estab- 
lishing a city branch in any state which at 
the time of the approval of the Act did not 
permit branch banking. 

(c) The bill as reported to the House in 
providing for the consolidation of a state 
with a national bank required the consoli- 
dated association to relinquish state-wide 
branches. The Chicago amendment incor- 
porated in the bill as passed by the House 
required the bank, as a condition of con- 
solidation, to give up all branches established 
after the passage of the Act in any state 
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which did not at the time of the passage of 
the act permit branch banking. 

(d) The bill as reported to the House 
amended Section 5155 U. S. Revised Stat- 
utes providing for conversion of a state 
into a national bank by providing as a con- 
dition of future conversions that the con- 
verting bank must give up its state-wide 
branches. The Chicago amendment incor- 
porated in the bill as it passed the House 
prohibited in addition a converted bank from 
retaining any branches established after ap- 
proval of the act in any state which did 
not at the time of the approval permit 
branch banking. 

The purpose of these amendments may 
be readily seen. In approximately two- 
thirds of the states branch banking is not 
now permitted and under the bill as passed 
by the House and approved by the American 
Bankers Association neither a national nor 
a state bank member could have any branches 
whatever, in any of these states, even though 
the state should hereafter permit branch 
banking. The underlying thought of the 
framers of the amendments was that they 
would thus effectively check the future 
growth of branch banking in two-thirds of 
the states because any movement for legis- 
lation to permit branch banking would en- 
counter.the three-fold opposition of (1) the 
national banks who could not hope to have 
branches in those states; (2) the state bank 
members who could not hope to have 
branches in those states and (3) the inde- 
pendent or unit bankers opposed to branch 
banking. 

In the remaining one-third of the states 
where city or state-wide branch banking 
is permitted, the national banks could only 
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have city branches, the state bank members 
could not establish future state - wide 
branches. Future applying state banks 
could only bring in their city branches. 
The policy of restricting branch banking, 
adopted by the House, was -not concurred 
in by the Senate Committee on Banking and 
Currency. After several days’ consideration 
they reported the bill to the Senate on Feb- 
ruary 6, having entirely eliminated the pro- 
visions of Section 9 which imposed restric- 
tions upon branches of state bank members, 
present and prospective, and also enlarged 
the privileges given to national banks to 
have city branches, by allowing such 
branches in contiguous territory where the 
Comptroller of the Currency decides such 
territory to be part of a “single commercial 
community.” It was urged before the Sen- 
ate Committee that the House Bill would 
invade state rights by indirection and that 
Congress should not seek to control the 
banking policy of every state in the United 
States by saying to most Of the states that 
in the future if in their judgment branch 
banking was a good thing, their banks could 
not become members of the Federal Reserve 
System and retain branch banks. The an- 
swer to this is that Congress is not invad- 
ing state rights by asserting its own rights 
with regard to its own banking system and 
it is no more an invasion of state rights 
than was the taxing of state bank notes out 
of existence, or denying to the states a 
monopoly ‘of bank charters by establishing 
a system of national banks in every state. 
It was also contended that the elimination 
of Section 9 would prevent Congress from 
departing from its guarantees to state banks 
when they entered the System that they 
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might join and retain their full charter 
rights. But all bank charters are subject 
to amendment and there is no guarantee 
when a bank organizes under a particular 
system that the system will remain un- 
changed. 

The bill, however, as already shown, failed 
to pass the Senate, although it was brought 
up for consideration on several days. The 
time was too short. , 


SR policy underlying the bill as amended 
by the Senate Committee would leave 
state banks free to come into the system with 
present or future state-wide branches, while 
national banks would be restricted to city 
branches in states which at the time of the 
approval of the act allowed branches of 
state banks. Under the House Bill the pol- 
icy is to prevent branch banking entirely in 
two-thirds of the states, and in the remain- 
ing one-third to restrict branch banking in 
the Federal Reserve System to the cities 
and eliminate state-wide branch banking 
except to the extent existing state mem- 
bers of the system now have state-wide 
branches. 

I have made this attempt to summarize 
the history and purposes of the McFadden 
bill simply to bring to your attention the 
existing situation, and not to enter into 
any discussion of the merits of the branch 
banking question. So long as the Chicago 
resolution of the Association remains in 
force it is the duty of the officers and com- 
mittees of the Association to obey its man- 
date and to again urge the McFadden bill in 
the sixty-ninth Congress with the provisions 
it contained when it passed the House in 
the last Congress. 


A Telegram from McFadden 


TELEGRAM from Louis T. McFad- 

den, chairman of the House of Repre- 
sentatives Committee on Banking and Cur- 
rency, was read to the general convention. 
In it Mr. McFadden referred to two bills, 
the first being that measure which was 
known as the McFadden Bill, with the Hull 
Amendments, and which was passed by the 
House at the last session of Congress, and 
the second reference being to a measure in- 
troduced by Mr. McFadden in the closing 
days of the last session, which Mr. McFad- 
den explains in his telegram was intended 
merely to arouse discussion of the original 
McFadden Bill. Mr. McFadden’s telegram 
follows: 

“Press notices indicate possibility of dis- 
cussions taking place in the several meetings 
of the annual convention of the American 
Bankers Association now in session on the 
two bills which I introduced in the last ses- 
sion of Congress amending in certain im- 
portant particulars sections of the Federal 
Reserve and National Bank Acts. 

“Recognizing the fact that much misun- 
derstanding and confusion have arisen re- 
garding HR 12453 affecting legal reserves 
and deposits of gold with Federal Reserve 
Banks in exchange for Federal Reserve 
notes, etc., I have definitely decided not to 
introduce this bill at the coming session of 


Congress until after HR 8887 has been 
passed and finally disposed of as it is evident 
that opponents of HR 8887 are attempting 
to confuse the two bills for the purpose of 
defeating the latter bill. This should not be 
done and I thought it was made plain in a 
statement which I made during the closing 
days of the last session of Congress where- 
in it was stated definitely that HR 12453 
was being introduced for the purpose of 
bringing forth a discussion by the bankers 
of the country on the various subjects cov- 
ered by the several paragraphs of the bill. 

“Further discussion, to give complete un- 
derstanding of the items in this bill, should 
be continued as definite onclusions have 
not been reached and legislation can be de- 
ferred until these conclusions are reached. 

“The Bill HR 8887 which was passed by 
the House of Representatives at the last 
session of Congress amends the Federal Re- 
serve and national bank acts in some twenty 
different instances tending to broaden the 
opportunities for national banks. It was 
given the approval and endorsement of your 
Association at its last convention and I in- 
tend to reintroduce it at the opening of the 
coming session of Congress in the same 
form that it was approved and passed by the 
House. 

“Because of the previous wide discussion 


and present understanding of this bill and 
the importance not only to the national 
banks but to the entire Federal Reserve 
System of its passage early in the coming 
session of Congress, I thought it best to 
communicate in this manner to the bankers 
of the country and to urge their further 
interest and cooperation in the passage of 
this measure (HR 8887) by the Congress 
of the United States. I shall hope that it 
will not be inconsistent for you to see that 
this message is properly presented to the 
convention at the earliest possible moment. 
“L. T. McFadden, Chairman House Com- 


mittee on Banking and Currency.” 


TH position of Comptroller of the Cur- 
rency McIntosh on the McFadden Bill 
was indicated at an independent meeting of 
anti-branch bankers held on the day before 
the convention opened. “The Comptroller 
holds the same position as in the beginning,” 
Deputy Comptroller Collins, who spoke for 
the Comptroller, said. “He has not changed 
his attitude and has not contemplated doing 
so. He favors the House form of the Mc- 
Fadden bill. He does not favor splitting 
the bill into two parts, as has been repre- 
sented, so as to separate the branch banking 
question from the other elements of the 


bill.” 
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System Changes Suggested 


By ROBERT NEILL 


Vice-President, Arkansas National Bank, Hot Springs, Ark. 


ROM the point of view of the mem- 

ber bank there are some important 

points which were not included by 

Congressman L. T. McFadden and 
Prof. E. E. Agger of Columbia University 
in their recent articles in the JouRNAL on 
the Federal Reserve System. 

One of them concerns trust funds in na- 
tional banks, a subject of growing interest 
inasmuch as nationals in increasing numbers 
are taking on fiduciary powers. 

Trust funds held on deposit in the com- 
mercial department of a bank which has 
qualified under Section 11K of the Federal 
Reserve Act to transact a trust business 
should be wholly exempt from reserve. All 
trust funds must necessarily be secured by 
the pledge of a like value in United States 
or other readily marketable securities and 
are thus on exactly the same basis as United 
States and Postal Savings deposits. More- 
over, these trust funds are under the con- 
trol of the bank’s own officers, who can 
forsee the necessity of using them and in 
a measure can regulate their withdrawal, 
so that trust funds are in fact entitled to 
exemption from reserve requirements even 
more fully than are deposits made in mem- 
ber banks by the government itself. 

Why not, therefore, amend the law so that 
the bonds to secure trust deposits may be 
placed with the Federal Reserve Bank of 
which the depository bank is a member? 
There is no exaction in the present law save 
that the bank shall set aside certain securi- 
ties to protect trust funds mingled with its 
other assets. No form of this pledge or 
particular method of carrying it out has ever 
been promulgated by the Comptroller of the 
Currency or the Federal Reserve Board. 

Another column, could be added to the 
forms used for making bi-monthly reserve 
reports, in which the daily total of trust 
funds on deposit in the commercial depart- 
ment of member banks could be shown. 
Thus, any deficiency in security would be 
at once detected and an additional deposit of 
bonds required by the Federal Reserve Bank. 
While this would be a matter of small re- 
lief at present, the increase in publicity be- 
ing given to national bank trust department 
activities is bound to increase the deposit of 
trust funds in them. The trust companies 
which are members of the System, could 
be given the same relief by adequate pro- 
visions of law or regulations. 


HETHER a continued return of six 
per cent on its investment in the 
capital stock of the Federal Reserve Bank 
may be expected is another question of real 
interest in the member bank. Though the 
Act originally provided that the government 
might furnish a portion of the capital stock 
of the banks, as yet not a dollar of its 
funds has gone into the banks. The pres- 
ent capitalization of approximately $112,000,- 
000 belongs to the member banks, who are 
consequently sole owners of same. 
While the franchise granted by the gov- 


ernment is admittedly a most valuable one, 
has not the government profited greatly by 
its use of the banks? Many fiscal agency 
matters are now handled in the Federal Re- 
serve Banks; sub-treasuries are no more. 
As Mr. McFadden suggests, whole issues 
of government securities may be absorbed 
by the Federal Reserve Banks—not by 
order of the Federal Reserve Board, may- 
hap—but by the necessity of investing sur- 
plus funds. Recently it was determined that 
all the banking of the Alien Property Cus- 
todian is to be done with Tederal Reserve 
Banks; and we are told that eventually all 
government deposits will be made in Federal 
Reserve Banks. (We wonder if the same 
rates of interest paid the government by its 
present depositories will be exacted of the 
Federal Reserve Banks?) 

Have not the Federal Reserve Banks, then, 
been almost useful enough to the various 
governmental departments to justify their 
franchises? Yet we find that the profit 
to the investing member bank is limited 
to 6 per cent per annum, all excess profits, 
after providing for 200 per cent surplus ac- 
counts in each bank going to the govern- 
ment as a franchise tax. If by any chance 
the Federal Reserve Banks should liquidate, 
all assets above the actual capital investment 
of member banks would belong to the gov- 
ernment, so that their surplus accounts 
would in fact be paid to the government 
and not to the stockholder. 

Inspection of the profit and loss account 
of the Reserve Banks for 1924, discloses 
that only one bank in the system paid a 
franchise tax from its 1924 operations, that 
being the Minneapolis institution, in whose 
district there had been most distress during 
the year. Urgent demand there made good 
profit for the Federal Reserve Bank, its 
gross earnings having been 50 per cent of 
its capital. 


A twelve banks paid their dividends in 
1924, yet only four earned more than 
their dividend requirements in the current 
period, three of these making small trans- 
fers to surplus, while the fourth (Minne- 
apolis) paid a franchise tax in addition to 
increasing its surplus. Two, by some co- 
incidence, had net earnings in the exact 
amount of dividends paid; of the remaining 
six, two paid dividends to their stockholders 
wholly out of surplus accumulated in pre- 
vious years, the other four reducing their 
surplus accounts in amounts ranging from 
$7,000 to $1,180,000 in order to meet their 
dividends. 

Of surplus there is approximately $217,- 
000,000, but it is hardly probable that the 
boards of directors of the several banks 
would be permitted by the Federal Reserve 
Board to continue to pay dividends out of 
surplus for an indefinite period, if earnings 
continue less than the expense of operation. 
In the ten years life of the System there 
has been paid to the government as.a fran- 
chise tax by the twelve banks, $139,114,642, 
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a sum more than thirty-four times their 
total net earnings in 1924, and equal to 124 
per cent of their paid-in capital at the close 
of the year. Certainly this sum exceeds by 
at least two to one the amount received by 
member banks as dividends on their stock 
since the inauguration of the System. 

From the record of the discussions of the 
Federal Advisory Council in the infancy 
of the System at least two of the stalwart 
members of the council foresaw the difficulty 
of earning dividends in lean years and 
sought to recommend changes in the law 
to provide for the contingency, but were 
outvoted. Because of low rates prevailing 
throughout the country member banks are 
finding profits most unsatisfactory, and 
necessarily this will be reflected in Federal 
Reserve Bank earnings. 

Would reducing the capital of the banks 
and increasing the dividend rate on that 
smaller capital, repealing, or liberalizing, the 
franchise tax, letting the banks operate on 
their deposits, (now in excess of two bil- 
lion dollars), with only nominal capital, im- 
prove the situation? 


HE authority of the Federal Reserve 
Board to fix rediscount rates, particu- 
larly as exemplified by the sliding scale, is 
well described by Mr. McFadden as a vast 
amount of potential power to be lodged in 
one group of men; however, to the writer, 
whose bank has never borrowed a dollar 
from the Federal Reserve Bank or cleared 
an item through it, that power has not been 
the scarehead that it proved to those insti- 
tutions which had to pay the progressive 
rates for the rediscount privilege in 1920-21. 
An indeterminate amount of the expansion 
of war years was attributable to the patri- 
otic response of banks and their customers 
in buying more Liberty bonds than could 
be digested, yet the very governmental 
bureau which applauded and made possible 
this portion of expansion became the ex- 
ecutioner in the course of a very few years. 
Press reports of an address by a national 
figure in banking circles recently quoted 
him as suggesting, among other things, that 
it might be better to select the Federal Re- 
serve Board members through an election 
by member banks rather than by presidential 
appointment. We favor that suggestion, 
because there is too great a tendency to oper- 
ate the Federal Reserve Banks as a bureau 
of the government rather than as corpora- 
tions privately owned, as in fact they are. 
Humanizing the System from the Federal 
Reserve Board down to the branch bank is 
the most necessary improvement, and it is 
our suggestion that this can best be ac- 
complished and a check given this tendency 
toward a governmental bureaucracy, by the 
member banks electing the whole personnel 
of the Federal Reserve Board, save the Sec- 
retary of the Treasury and the Comptroller 
of the Currency, and a greater proportion of 
the members of the Boards of Directors of 
Federal Reserve Banks and their branches 
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The Condition of Business 


Autumn Expansion in‘Business Seen in Larger Trade Activity, 
Fuller Employment, Increased Commercial Borrowings, and 


Slightly Firmer Money Conditions. 


Bond Prices Generally 


Lower Than in Mid-Summer, Except Foreign Government Issues. 


EASONAL expansion in the total vol- 
ume of business of the country made 
itself evident during September prin- 
cipally in a larger movement of com- 

modities in distributive channels, an in- 
creased demand for commercial credit at 
the principal banks, a larger tapping of the 
reserve reservoir of credit, and a further 
slight firming up in money conditions. While 
industrial activity diminished in some lines, 
it increased in others, and factory employ- 
ment throughout the country expanded for 
the first time since last spring. 

In addition, indications have appeared in 
some quarters suggesting that the recent 
gain in business is somewhat larger than 
can be accounted for simply by the usual 
improvement which normally comes in the 
fall of the year. A symptom of this ten- 
dency is noted in the greater willingness in 
some cases to contract ahead for the com- 
modities needed rather than to depend on 
hand-to-mouth orders. 


The Industrial Picture 


A clear picture of the recent 
business situation and of how it com- 
pares with other years is found in the re- 
ports of the industrial and trade activity of 
the country. Statements comparing the vol- 
ume of current production with that of last 
year are apt to be misleading because a 
year ago the country was emerging from a 
period of industrial depression, and the 
showing as to industrial output was distinct- 
ly unfavorable. For example, the Federal 
Reserve Board’s index of production in 
twenty-two basic lines of industry (which 
is adjusted to allow for seasonal variations) 
was 15 per cent higher in August than a 
year ago. But last year’s level was about 
25 per cent under August, 1923, so that this 
year’s productive activity is still consider- 
ably below that of two years ago. Trade 
and general business activity, on the other 
hand, has fully equalled that of 1923. 

These facts are fully evident from the 
following table, which contains representa- 
tive indexes of production and general busi- 
ness activity, prepared by the Federal Re- 
serve Bank of New York, and averaged for 
the three months of June, July, and August 
in each of the three years 1923, 1924, and 
1925. The figures are expressed as per- 
centages of an estimated normal, in comput- 
ing which the Bank makes allowance for 
the usual seasonal changes in the various 
lines, for price changes (wherever dollar 
figures are involved, as, for example, in the 
case of bank debits) and for the normal 
year to year growth which is to be expected 
as a result of the growth in population. In 
other words, the figures show at any time 
what business is in comparison with what 
it might normally be expected to be. 


(Estimated normal = 100) 
Average for June-August, Inc. 
1925 19. 1923 


24 
Production: 
Pig iron ...ecccccccces 83 60 117 
Steel ingots ........... 94 63 109 
Cotton consumption .... 82 62 89 
Woolen mill activity.... 80 73 105 
Bituminous coal ....... 92 74 107 


General Business Activity: 
Car loadings, merch, and 


miscellaneous ........ 103 98 103 
Car loadings, other..... 101 95 118 
Bank debits, outside 

New York City...... 110 100 103 
Bank debits New York 

aoe 120 112 99 


That industrial production has recently 
run far short of 1923, although much above 
1924, results from the fact that two years 
ago manufacturers were still working in ex- 
pectation of large accumulation of goods by 
merchants for a future market. This ex- 
pectation was not fulfilled, as we know now, 
and overproduction followed, with the re- 
sult that a large part of the output piled up 
in the hands of manufacturers and mer- 
chants. In contrast, productive activity this 
year has been less rapid than two years ago, 
but goods have moved rapidly into the 
hands of consumers, and the total volume of 
purchases of all kinds (as evidenced by the 
amount of debits to individual bank accounts, 
both in New York City and elsewhere) has 
been unusually heavy. 


Production and Forward Orders 


HIS aspect of the recent business situa- 
tion is well illustrated by the accom- 
panying diagram, prepared by the New York 
Reserve Bank, showing by months since the 
beginning of 1919 the course of steel ingot 


production and unfilled orders of the United 


States Steel Corporation. (The two lines 
are shown as percentages of a common base 
year, 1913.) The much lower level of un- 
filled orders of the Steel Corporation in re- 
cent years in relation to production of steel 
ingots reflects both the tendency to short 
commitments and prompt deliveries—two 
features which have been characteristic of 
business for some time. 

The willingness of manufacturers and 


Cent 


| 

| 

| { 
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merchants to depend on short commitments 
results largely from adequate manufacturing 
capacity, and relative absence of labor 
troubles, combined with greater transporta- 
tion efficiency. This situation has also made 
unnecessary any marked competition for 
goods and its accompanying rise in commod- 
ity prices. The absence of rising prices and 
accumulating inventories in turn has been 
reflected in relatively moderate demands for 
bank credit and comparatively easy money 
conditions. 


Seasonal Expansion in Credit 


|B peerage the first half of September, 
there was a further increase in loans 
made chiefly for commercial, industrial, and 
agricultural purposes at member banks in 
leading cities throughout the country, and 
the total of such loans at the middle of the 
month was about $275,000,000 higher than 
at the end of July. Loans on securities also 
increased and on September 16 were near 
the highest level of the year. Investment 
holdings of the reporting member banks 
showed very little change, however, except 
in New York district where a decline in 
security holdings partly offset an increase in 
commercial loans. 

This greater demand for bank credit in 
September led member banks to resort more 
freely to the Federal Reserve banks for ac- 
comodation, and accordingly their borrow- 
ings increased in the early part of Septem- 
ber. During the period of Treasury finan- 
cing centering around September 15, the 
usual decline in bank borrowings occurred, 
reflecting the temporary surplus of funds 
released to the money market through quar- 
terly Treasury disbursements. Later as 
checks drawn in payment for income taxes 
were presented at banks for collection, and 
the excess funds were thus taken out of the 
market, banks found it necessary to borrow 
again from the Reserve Banks, so that by 
September 23 the total of such borrowings 
was larger than at any time since the begin- 
ning of 1924. 

Reflecting the greater demand for funds, 
money rates continued to firm up during 
September. While the prevailing rate on 
prime commercial paper remained 4% per 
cent, an increasing proportion of sales was 
made at 4%4 per cent. Time money rates 
on stock exchange loans were also slightly 
firmer. Bill dealers’ combined portfolios 
rose substantially from the recent low level 
although their rates remained unchanged 
at 35¢ per cent on their purchases of ninety 
day bills and 3% per cent on their sales. 
The September Treasury offering of about 
$250,000,000 nine months’ certificates bore 
interest at the rate of 31%4 per cent per an- 


(Continued on page 262) 
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Burroughs 


Will You Approve His Loan? 


When one of your customers applies for a loan, do you have 
to waste valuable hours trying to dig out the essential facts 
upon which your decision must be based? Do you find, 
sometimes, that he can’t give you the figures about his 
business—because he doesn’t know? 


If this customer of yours used the Burroughs Simplified 
Accounting Plan, he could give you just what you want— 
an up-to-date, verifiable financial statement that accurately 
pictures the condition of his business. Thousands of men, 
in every line of business, are doing it, every time they ask 
for aloan. And as a result, they are better credit risks for 
their banks. 


Are you interested in what this plan will do for your cus- 
tomers, and your bank? We shall be glad to tell you all 
about it. 


BURROUGHS ADDING MACHINE COMPANY 
DETROIT, MICHIGAN 


ADDING BOOKKEEPING - CALCULATING BILLING MACHINES 


When writing to advertisers please mention the American Bankers Association Journal 
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YY SEEKING NEW BUSINESS ON OUR RECORD S 


Experience 


XPERIENCE, in any busi- 

ness, is important, but in 
the banking business, which is 
the channel through which all 
other businesses are conducted, 
experience is imperative. The 
Chemical places at the disposal 
of its depositors the cumulative, 
uninterrupted experience of one 
hundred and one years! 


THE 


GHEMICAL 


NATIONAL 


BANK 


OF NEW YORK 


B’WAY at CHAMBERS, FACING CITY HALL 


FIFTH AVENUE at TWENTY-NINTH STREET 


by 


MADISON AVENUE at FORTY-SIXTH STREET 


Condition of Business 
(Continued from page 260) 


num, compared with 3 per cent on an issue 
of similar maturity offered last March. 


Passing of Easy Money 


HE increases which have occurred since 

the middle of 1924 have raised money 
rates from levels which were unusually low 
to levels which are about equal to the aver- 
age over a long period of years. Many ob- 
servers have expressed the opifiion that the 
period of excessively cheap money is. defi- 
nitely past. 

Some economists have clung to the idea 
that easy money necessarily results in com- 
petition for goods and labor supplies and 
hence in rising commodity prices and wage 


rates. That such a result has not occurred 
to any marked degree in this country is 
well known. But the effect of easy money 
on business conditions during the past year 
or so has been evident in many other ways. 
“The great bull market in stocks, and the 
sustained advance in bond prices are directly 
attributable to the long period of low money 
rates,” says the Cleveland Trust Company. 
“The almost phenomenal growth of retail 
buying based on easy payments extending 
over long terms has been promoted by a 


multitude of finance companies that have . 


started up and continued in. business. be- 
cause they found it easy to® borrow the 
money with which to operate. This new 
extension of easy instalment: purchasing has 
greatly aided in lifting automobile sales to 
new high records, and in bringing about a 
great increase in the sale of electrically 
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driven household appliances. The flood. of 
new securities, the recent excessive specu- 
lation in grains, and the current real estate 
booms in Florida are further examples of 
business activity based on easy credit, and 
exhibiting symptoms akin to those of real 
inflation. Even the stabilization of many of 
the European currencies has been in part 
an outcome of the easy credit conditions in 
this country.” 

Enumeration of these developments of 
the past year or more indicates the im- 
portance of easy money conditions in re- 
cent business prosperity. If it turns out to 
be true that the period of excessively cheap 
money is definitely past, one of the most 
important factors responsible for the busi- 
ness expansion in progress since 1923 is 
passing out of the picture. 


Record Building Boom 


HE record building boom was started 

by the necessity of making up the acute 
shortage of construction that developed dur- 
ing the war, and in the years immediately 
following, but it has continued for some 
time under the stimulus of easy credit con- 
ditions. In August, contrary to the usual 
seasonal tendency, the volume of building 
contracts rose to the highest level ever 
reached, 66 per cent above the total of Aug- 
ust last year. While figures for the rest 
of the country continued high, the increase 
was caused largely by increased activity in 
and around New York City, where up to 
July 1 this year’s building activity had been 
comparatively low. 

In New York City contracts were 81 
per cent above July and 162 per cent over 
August last year. Commenting on this, the 
New York Reserve Bank notes that this 
unusual activity apparently reflects in part 
an effort of builders to advance their proj- 
ects as far as possible before the end of 
the year, when present wage agreements in 
New York City will expire. In some trades 
demands for higher wages have already 
been filed. 

The following table showing the per cent 
increase in building contracts in August 
and in the first eight months of the year 
as compared with the corresponding periods 
of 1924, indicates the recent tendencies in 
building in various districts throughout the 
country, as reported by the F. W. Dodge 
Corporation. Despite the large increase in 
August, the total of contracts awardéd in 
the New York district since the first of the 
year has been only slightly above last year, 
whereas for the country as a whole the in- 
crease has been 25 per cent. At the end of 
June, the total this year was 15 per cent 
ahead of the same period of 1924; at the 
end of July, 20 per cent ahead; and at the 
end of August 25 per cent ahead. This 


District 
New England 
New York State and Northern 
New Jersey 
(New York City alone) 
Middle Atlantic 
Southwestern 
Pittsburgh area 
Central West 
Northwest 


Total, 


262 
| 
: Per Cent. Increase In 
First 8 
August, Months, 

1925 1925 | 

142 3 

(162) (—4) 

38 22 

26 20 

61 60 

40 40 

21 7 
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shows the rapidity of the rise in building 
activity during the past few months. 

Both in the New York district and for 
the rest of the country, the main activity 
continues to be in residential construction. 
The greatest percentage of increase over 
last year has been in the office buildings, and 
the smallest proportional advance in the 
residences. 


The Security Markets 


| edna the firmer tendency in 
money early in August, bond prices 
showed reactionary tendencies, and the Dow- 
Jones average of forty domestic corporate 
issues showed a decline of about two points 
from the June high point for the year. Later 
in the month and during the first half of 
September, greater strength appeared in 
most parts of the market, but average prices 
failed to regain the high levels of June 
and early July, and toward the end of Sep- 
tember prices again turned downward as 
money conditions grew firmer. The table 
which follows shows the price levels in sev- 
eral classes of bonds at the end of Septem- 
ber in relation to the high points for the 
year. 


End of 
Sep- 
1925 High tember 
40 domestic corporate 
93.24 (June 23) 92.32 


ee 103.12 (Sept. 11) 102.73 
U. S. Liberty 4th 414s. 103.10 (July 2) 101.31 
U. S. Treasury 4s..... 104.14 (July 6) 103.3 


In contrast to domestic corporate bonds 
and representative issues of United States 
government issues, which generally reached 
their highest points for the year in mid- 
summer, foreign government bonds on the 
average reached their highest peak about 
the middle of September, and at the end of 
the month showed only a slight net loss. This 
reflected apparently a relatively better de- 
mand for good foreign bonds because of 
the larger yields offered. American invest- 
ors seem to be realizing increasingly that 
sound foreign issues which are well brought 
out in this market offer very good invest- 
ment opportunities. The opinion has re- 
cently been expressed that the high point 
in European financing, which has been a pre- 
dominant element in our money market for 
the past year, has probably been passed. 
Several foreign governments and corpora- 
tions are now arranging to issue in their 
own countries securities to refund those 
placed here in recent years at higher rates 
than it is now necessary for them to pay. 

In the stock market, trading continued 
heavy in September at the rate of about 
134 million shares daily on the New York 
Stock Exchange. Price averages for in- 
dustrial issues advanced four points higher 
than in August and twenty-five points above 
the high levels of 1919, while railway aver- 
ages were also firmer and again reached new 
high levels since 1917. 

The continued rise in the price of indus- 
trial stocks has reduced their average yield 
very substantially. At the same time the 
firmer tendency in money rates generally in 
this country has raised the cost of stock 
brokers’ time loans to such an extent that 
the advantage of borrowing money to carry 
stocks has become small. If the margin of 


THE + CHOICE + OF + AMERICAN : BANKERS 


Now the Chapman National Bank, Portland, Me., saves valuable space, 
gains better light, more air and increases each bookkeeper’s efficiency 


This triumph of bookkeeping 


economy «+ + made possible by 
L. B. Bookkeeping desks 


HE Chapman National Bank joins 
the many other banks that have 
raised their standard of bookkeeping 
efficiency through this new L. B. Book- 
keeping desk. This combines a sorting 
table, posting shelf and check file—all 


Furthermore, each bookkeeper can 
file the checks faster and more accu- 
rately than a file clerk—due to greater 
familiarity with depositors’ names and 
quick access to the file. 


in one compact unit. 


Examine the installa- 
tion shown above. Note 
that each complete desk 
requires only the space 
formerly occupied by the 
shelf of the bookkeeping 


machine. 


Gone, too, is all the un- 
productive marching of 
bookkeepers from sorting 
table to posting machine 
and then to the check 
files. Energy, formerly 
wasted, is conserved — 
many more productive 
minutes are added to 
each bookkeeper’s day. 


The 7 definite advantages 
of the 


L.B. Bookkeeping unit 
space—from 25% to 
106 


2. Saves time—sorting, post- 
ing, filing are centralized. 

3. Simplifies check filing — 2 
removable check trays in 
each drawer are within 
easy reach, 

4. Large capacity — sufficient 
to house a month’s checks. 

5. Plenty of air and light—no 
high sides to shut out air 
and light. 

6. Standing or sitting posting 
—can be used for standing 
ey by placing on glass 
eg bases 514 ” high. 

7. L. B. Steel Construction— 
Drawers mounted on roller 
bearing slides—Yale locks. 


One bank, after installing L.B. Book- 


keeping desks, handled 
a25%increasein business 
with three less file clerks. 
Another saved over a 
quarter of the space for- 
merly used by the book- 
keeping department, and 
also dispensed with the 
services—and the salaries 
—of three clerks. 


Inyourbank, too, econ- 
omies can also be effec- 
ted by the use of this new 
L. B. Bookkeeping unit. 
Forcompletedetailswrite 
for folder No.837or phone 
the nearest of our 54 con- 
venient salesrooms. 


Home Office: 230 Albany Street, Cambridge, Mass. Salesrooms: 54 principal cities of the United States, 
France and England. Factories: Cambridge, New York, Chicago, Ilion, N. Y., New Orleans, and London, Eng. 


Library 


Founded 1876 


Bureau 


The new L. B. Bookkeeping unit for banks 
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ODERN 


ACILITIES 


Local clearing house de- 
velopment, the Gold Settle- 
ment Fund, and improved 
collection arrangements 
generally, have reduced the 
time once required to con- 
vert checks into available 
funds. 


What of your “collection” 
items? 


Immediate attention by 
night or day, direct routing, 
continuous service in the 
matter of advices, all items 
received at par—are some 
of the exceptional facilities 
enjoyed by our correspon- 
dents. 


PHILADELPHIA 
NATIONAL 


BANK 


Capital, Surplus and Profits, $17,000,000 


advantage should disappear altogether and 
the cost of borrowing money exceed the 
yield to be obtained on stocks, a situation 
would exist which in the past has usually 
been followed by liquidation of accounts and 
consequent declines in stock prices. 


Railway Traffic and Earnings 


EVERAL interesting and _ significant 

features bearing on the current business 
situation are found in the recent operating 
and financial reports of the principal rail- 
roads of the country. These results for the 
first half year and for July, in comparison 
with the corresponding periods of 1924, are 
summarized in the following table. 


Per Cent. Increase In 
First 6 
Months, July, 
1925 1925 


Freight, net ton-miles 

Gross operating revenue 
Operating expenses —_— 
Net railway operating income... 12 


Although the freight tonnage handled 
has exceeded that of last year by a consid- 
erable amount, operating expenses have 
been reduced in comparison. This is strik- 
ing testimony to the control which operat- 
ing managements have now obtained over 
working expenses. Partly as a result, net 
operating income showed substantial in- 
creases during the six months and especially 
in July, when the figure was the largest for 
any July on record. Converted into terms 
of annual rate of return on investment, the 
six months’ returns were at the rate of 4.46 
per cent on the carriers’ property invest- 
ment, as compared with an annual rate of 
4.12 per cent in the first half of 1924, while 
in July the rate was equal to 5.56 per cent. 
Greater operating efficiency this year is 
shown by the fact that whereas in the first 
half of 1924 operating expenses consumed 
seventy-nine cents out of every dollar of 
gross operating revenue, they consumed only 
seventy-seven cents in the first six months 
of this year and only seventy-three cents in 
July. 

Continued improvement in earnings was 
indicated by the preliminary reports for 
August. Net operating income of seventy 
roads whose reports for August had been 
published by the end of September contin- 
ued about one-third larger than a year be- 
fore, although gross revenues actually de- 
creased about 8 per cent. Reports of car- 
loadings in September suggested the prob- 
ability of continued good results in railway 
earnings in that month. 


Convention Calendar 


STATE 


DATE ASSOCIATION PLACE 
Oct. 21-22—Nebraska Omaha 
Nov. 6-7—Arizona Phoenix 


OTHER ASSOCIATIONS 
Oct. 14-16—Financial Advertisers’ Asso- 
7 ciation Columbus, Ohio 


Dec. 2-5—Investment Banks Assn. of 
America St. Petersburg, Fla. 
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Renew the System’s 
Charter 


M** B. NAHM, vice president, Citi- 
zens National Bank, Bowling Green, 
Ky., in reporting to the Executive Council 
on the work of the Committee on Federal 
Legislation said: 

“The nation is definitely convinced of the 
essential soundness of the Federal Reserve 
System as a whole. 

“Your Committee recommends that the 
charter of the Federal Reserve System 
should be renewed in the next two or three 
years, and not to endanger the stability of 
business by allowing this renewal to drag 
along till the expiration of the charter in 
1934. 

“Your Committee further recommends 
that this charter be made indeterminate sub- 
ject to amendment by the Congress of the 
United States. The nation and the world 
will then realize that the System is destined 
to grow to its full stature of strength and 
usefulness. 

“Your Committee further recommends 
that the Federal Reserve Board be erected 
to the dignity of the United States Supreme 
Court, and constituted upon the same gen- 
eral basis; that appointments to the Federal 
Reserve Board should demand the same high 
qualifications for fitness and ability as do 
appointments to the United States Supreme 
Court. 

“The upholding of the financial integrity 
and the administration of the great bank- 
ing resources of this country are next in 
importance only to the proper interpretation 
of the Constitution and the laws of this 
land. 

“The Ways and Means Committee of 
Congress have under consideration the 
amendment of the provisions of the Federal 
income tax. We invite suggestions from the 
several departments of the American Bank- 
ers Association, and from individuals upon 
this revision. 


Code of Tax Laws 


66 HE Federal income tax now includes 

thousands of Treasury Regulations, all 
of which, unless overruled by the Court, 
have the force of laws. 

“Your Committee recommends that in the 
proposed amendment of this law, that it be 
simplified and codified, to include then exist- 
ing laws and regulations, so as to be clear, 
concise, and easily comprehensible. 

“At a meeting of the Committee on Fed- 
eral Legislation in conjunction with the Fed- 
eral Legislative Council held at Atlantic 
City, September 28, 1925, it was resolved 
that it is the sense of the Committee that 
the Federal tax on corporation capital be 
eliminated and that the income tax on cor- 
porations be fittingly reduced in keeping 
with the reduction of the tax on individuals ; 
and that this action be reported as a recom- 
mendation to the Executive Council and the 
General Convention. 

“It is in a spirit of recognition of your 
cooperation and in gratitude for what has 
been achieved and in appreciation of the 
privileges of service that this report is sub- 
mitted.” 


Bridging Space 


HE long-distance telephone, 

surmounting barriers and 
bridging space, makes the scat- 
tered people of the nation 
neighbors. 


Whether you wish to call Chicago, 
New York, Havana, San Francisco, 
Boston, Seattle, or any intermedi- 
ate place, the long-distance facili- 
ties exist—ready for your use. 


The Bell System today has 
5,000,000 miles of long-distance 
lines, which, with its exchange 


lines, bring its total wire mileage 
up to more than 39,000,000 miles. 


This nation-wide plant and nation- 
wide service underlie Bell System 
securities. 


The stock of the A. T. & T., parent 
company of the Bell System, can be 
bought in the open market to yield a 
good return. Write for information. 


ECURITIES CO. he 


D.F. Houston, President 
195 Broadway NEW YORK 


“The People’s 
Messenger’”’ 
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IS YOUR BANK INTERESTED 


in the travels of its patrons ? 


N the interest of your patrons who may seek your bank’s advice on 
matters of travel this winter, the American Express Company desires 
to bring to your attention again the experienced and dependable Service 


of its Travel Department. 


World-wide in extent, and without red tape, 


this Service is at the command of your patrons, through your bank, 


without cost to either. 


Many interesting and varied tours and cruises are offered by this Department for 


the coming winter. 


Cruise Around the World 


On the Red Star S. S. Belgenland, the largest 
and finest liner ever to circle the globe. Sails 
on her second World Cruise, westward from 
New York, November 25th, 1925. 132 wonder- 
ful days. Visiting 60 cities in 14 countries. 
The itinerary is the perfected result of long ex- 
perience. Each country will be visited in its 
most delightful season. Booking limited to 
475. Every comfort and convenience aboard 
ship. Distinguished attention everywhere on 
many shore excursions. Offered in coopera- 
tion with the International Merchant Marine. 


To the 
Mediterranean 


The 5th annual cruise of the Holland America 
S. S. Rotterdam. A luxury cruise in every de- 
tail, and deservedly the most popular of travel 
trips. Sails from New York, February 2nd, 
1926. Two wonderful months on land and sea. 
Visiting the Madeiras, Portugal, Spain, Algeria, 
Tunis, Italy, Greece, Turkey, the Holy Land, 
Egypt, The Riviera, France, Netherlands and 
England. Offered in cooperation with the 
Holland America Line. 


Chief of these are: 


The Great African Cruise 


On the Royal Mail’s palatial cruising S. S. 
Orca. A new cruise. Sails from New York, 
January 19th, 1926. 100 fascinating days to 
little-visited places, covering British West 
Indies, Rio de Janeiro, Santos (Brazil), Mon- 
tevideo (Uruguay), Buenos Aires (Argentina) 
Capetown, Port Elizabeth, Durban (South 
Africa), Delagoa Bay, Beira, Mozambique, 
Zanzibar, Mombasa (East Africa), Port Sudan, 
Suez, Alexandria (Egypt), Italy, The Riviera. 
Spain and England. Offered in cooperation 
with the Royal Mail Steam Packet Co. 


South America and 
West Indies 


7th Annual American Express Tour. Stand- 
ardized and perfected by experience. Sails 
from New York January 28th, 1926, via Pacific 
Liner S. S. Essequibo. A wonderful panoramic 
journey on sea and land, viz.: Havana (Cuba), 
Cristobal, Balboa (Canal Zone), Callao, Mol- 
lendo (Peru), Arica, Iquique, Antofagasta, Val- 
paraiso (Chile); across the Andes by rail to 
Santiago, -Los Andes (Chile), Mendoza, Buenos 
Aires (Argentina); by steamer up the East 
Coast—Montevideo (Uruguay), Santos (Bra- 
zil); by rail to Sao Paulo, Rio de Janeiro (Bra- 
zil); by steamer to British West Indies and 
Porto Rico. 


For full details on any, or all, of these and other Cruises and Tours—deck plans, itineraries, 
illustrated booklets, prices, etc., address—Travel Department of the 


American Express Co. 
6§ Broadway, New York 


OFFICES IN ALL THE PRINCIPAL CITIES 


SSP SD OP DP SD SP 


When writing to advertisers please mention the American Bankers Association Journal 


2060 
| 
OOOO OOOO OOOO DO GOGO GOS OO SO OO 


October, 1925 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Tax Reform 
(Continued from page 228) 


a small arbitrary amount for the sinking 
fund, but in that event under Mr. Mellon’s 
skillful management of the Treasury the 
only way we shall find the surplus is to 
watch the dwindling public debt. Instead of 
sounding the slogan: “Watch us grow,” Mr. 
Mellon keeps his wizard eye on the national 
debt, and says: “Watch it go.” 

I have been asked as to the prospect of 
the individual income tax being supplanted 
in whole or in part, either by revised tar- 
iffs, general sales taxes, or otherwise. Speak- 
ing candidly as to this, there is no doubt in 
my mind that a general sales tax properly 
adjusted is founded on the sound economic 
principle that requires the tax to be as 
evenly distributed as possible in accordance 
with the ability of the individual to pay. 
A sales tax upon the ultimate consumer, al- 
though subject to many embarrassing and 
difficult practical problems, would probably 
be about the fairest and most evenly dis- 
tributed tax that has yet been devised, but 
as I see it there is little chance for the 
adoption of such a plan. 

One of the chief difficulties in securing 
even fair consideration for this form of 
tax is its simplicity. Explorers are still 
searching the uttermost parts of the earth 
in vain trying to find an individual, tribe, 
or race that enjoys being taxed. A sales 
tax is perfectly patent. Everyone can and 
does see just how much he is paying, and 
even though the amount be small he does 
not like it. Hence, the lack of popularity 
of this form of tax. I do not believe 
that there is any serious probability of such 
a tax being imposed. 

Another proposition just now receiving 
considerable attention is to impose an in- 
come tax upon everyone having any income 
whatsoever. In theory this is the fairest and 
best form in income tax. If every person 
receiving an income whatever paid a fair 
share of tax from it, it would certainly be 
evenly distributed and would give every per- 
son a renewed interest in the economical 
expenditure of the. revenues. However, I 
fear that such a scheme is entirely imprac- 
ticable. The cost of collecting such a tax 
would be prohibitive. Jn fact, even now the 
expense of collecting the tax from some of 
the smaller incomes is greater than the 
amount of tax itself. In my judgment noth- 
ing is in sight that will take the place of the 
income tax imposed upon incomes above a 
certain amount. 

Not only will the income tax remain, it 
will continue to be progressive. In other 
words, higher incomes will continue to pay 
somewhat higher rates than the lower in- 
comes, unless by a foolish attempt to make 
high incomes pay an intolerable rate we 
cause such incomes to disappear from the 
tax returns as they are now doing. 

As I see it the only real question now open 
in regard to surtax rates is as to how high 
the maximum rate should go, and this I be- 
lieve has been revealed to us already by our 
tax experience as I have indicated. The 
demagogue says: “Soak the rich. Make him 
pay the entire expense of the government.” 
No one should be fooled by such a cry. It 
cannot be done, even if it were fair and 
just, and it is not fair or just. Neither is 


YOUR NAME HERE 


FREE 


To Executives 
Beautiful sample Autopoint Pencil 
See coupon below 


Read This for Profits 


Find out how thousands of big firms are making 
money from this marvelous new pencil 


It’s nationally advertised, too. 


VERYONE knows the world- 
famous Autopoint Pencil— 
advertised in The Saturday Eve- 
ning Post, and in a big list of 
newspapers all over the country. 
And thousands of _ enterprising 
manufacturers, banks, industrials 
and business firms are using Auto- 
point to increase their businesses. 
These marvelous pencils are the 
finest the world knows. They are 
impossible to jam, to break or dent 
or burn, because they are made of 
Bakelite, the finest material ever 
used. 

There are but two moving parts 
in Autopoint, so there’s nothing 
complicated to go wrong with it. 
It is always ready for instant ser- 
vice, and millions in constant use 
today give their owners greatest 


able. Or you can have it stamped 
with the name of the person you 
are giving it to, if you prefer. 


There is a wide variety of dif- 
ferent styles and models to choose 
from, all embodying the famous 
exclusive Autopoint features. 
Each is a beautiful life-long pres- 
ent that people appreciate. Auto- 
points come in every quality, with 
prices that will amaze you. All 
colors of pencils—leads in every 
color and degree of hardness or 
softness. Whatever your require- 
ment, Autopoint will fill it. 


Find out about this big chance 
to build YOUR business. Fill in 
coupon and mail it with your let- 
terhead for attractive proposition, 
prices, descriptions and handsome 


satisfaction. 


you want to do business 


“The Better Pencil” 


AUTOPOINT COMPANY 
4619 Ravenswood Avenue 


it sound economically. And, what is still 
more persuasive, in fact conclusive, we 
have already demonstrated that the scheme 
will not work. 

In my judgment, the progressive income 
tax, if kept within reasonable bounds, is 
the fairest and upon the whole, the sound- 
est tax that we are likely to have for a long 
time to come to raise the bulk of our Fed- 
eral revenue. It is, therefore, a matter 
of very great importance that it be properly 
adjusted so that it may lay the burden as 
equally as possible upon all, and so that 
it may raise the maximum revenue with the 
least possible injury to legitimate business. 
We have shown by actual experiment that 


This is just what you want, to 
give to your customers—to a You'll 
Stamped with your name—it 
makes the finest souvenir imagin- 


Chicago, Illinois 


sample of Auto- 
point free to busi- 
ness executives. 
never re- 


gret it. 
Write TODAY. 


AUTOPOINT 

COMPANY 
4619 Ravenswood Ave., Chicago. 

Without obligation, please rush sample Autopoint 

Pencil, your business-building gift proposition, 

prices of pencils and stamping and full informa- 

tion. I attach business card or letterhead. 


A.B.A.10-25 


in order to do this much lower rates must 
be fixed than those now in effect. If we 
do not heed the obvious lesson which has 
been emphasized each succeeding year by 
the diminishing tax returns on the higher 
incomes, we shall be guilty of doing the 
maximum amount of harm to legitimate 
business and consequently to the country, 
while collecting the minimum amount of 
revenue for the Treasury. 

Our Federal tax system must now be 
placed on a sound basis. The opportunity 
is here. It must not be lost, wasted, or frit- 
tered away in partisan or factional bicker- 
ings. It can be accomplished if men like 

(Concluded on page 292) 
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Commissions and Committees 


HE members of the Commissions 
and Committees, exclusive of the 
Divisions and Sections, under the 
new Administration are as follows: 


COMMISSIONS 


By-Law VII, Section 3, provides: “The Presi- 
dent, the First and Second Vice-Presidents and 
the Executive Manager shall be members ex-officio 
of. all commissions and committees of the Associ- 
ation. 

Agri ultural 
(Numbers in parenthesis indicate Federal Reserve 
District.) 

Burton M. Smith, (7), president Bank of 
North Lake, North Lake, Wis., Chairman. 

J. Elwood Cox, (5), president Commer- 
cial National Bank, High Point, N. C. 

F. C. Dorsey, (8), vice-president Liberty 
Insurance Bank, Louisville, Ky. 

P. B. Doty, (11), president First National 
Bank, Beaumont, Texas. 

P. W. Goebel, (10), chairman of board, 
Commercial National Bank, Kansas City, 
Kan. 

Fred A. Irish, (9), vice-president First 
National Bank, Fargo, N. D. 

C. D. Rorer, (12), president Bank of 
Commerce, Eugene, Ore. 

R. D. Sneath, (4), president Commercial 
National Bank, Tiffin, Ohio. 

J. H. Soliday, (1), president Franklin 
Savings Bank, Boston, Mass. 

S. G. H. Turner, (2), president Second 
National Bank, Elmira, N. Y. 

H. Lane Young, (6), executive manager 
Citizens and Southern Bank, Atlanta, Ga. 

Frank A. Zimmerman, (3), vice-president 
and treasurer, Chambersburg Trust Co., 
Chambersburg, Pa. 

D. H. Otis, First National Bank Bldg., 
Madison, Wis., Director. 


Commerce and Marine 


Fred I. Kent, vice-president, Bankers 
Trust Co., New York, N. Y., Chairman. 

M. E. Ailes, president, Riggs National 
Bank, Washington, D. C. 

W. S. Bucklin, president, National Shaw- 
mut Bank, Boston, Mass. 

Earl S. Gwin, president, Lincoln Bank & 
Trust Co., Louisville, Ky. 

J. R. Kraus, vice-president and executive 
manager, The Union Trust Company, Cleve- 
land, Ohio. 

John G. Lonsdale, president, 
Bank of Commerce, St. Louis, Mo. 

John McHugh, president, Mechanics & 
Metals National Bank, New York, N. Y. 

Robert F. Maddox, chairman of board, 
Atlanta & Lowry National Bank, Atlanta, 
Ga. 

John H. Mason, chairman of board, Bank 
of North America and Trust Co., Philadel- 
phia, Pa. 

D. H. Moss, vice-president, First National 
Bank, Seattle, Wash. 

Lewis E. Pierson, chairman of board, 
Irving Bank-Columbia Trust Co. New 
York, N. Y. 

Charles H. Sabin, chairman of board, 
Guaranty Trust Company, New York, N. Y. 

Rome C. Stephenson, vice-president, St. 


National 


Joseph County Savings Bank, South Bend, 
Ind. 

J. R. Washburn, vice-president, Conti- 
nental & Commercial National Bank, Chi- 
cago, IIl. 

F. O. Watts, president, First National 
Bank, St. Louis, Mo. 

D. B. Bunim, 110 East 42nd Street, New 
York, N. Y., Secretary. 


Economic Policy 


Evans Woollen, president, Fletcher Sav- 
ings & Trust Co., Indianapolis, Ind., Chair- 
man. 

Paul M. Warburg, chairman of board, 
International Acceptance Bank, New York, 
N. Y., Vice-Chairman. 

Nathan Adams, president, American Ex- 
change National Bank, Dallas, Texas. 

Leonard P. Ayres, vice-president, Cleve- 
land Trust Co., Cleveland, Ohio. 

Craig B. Hazlewood, vice-president, Union 
Trust Company, Chicago, III. 

Walter W. Head, president, Omaha Na- 
tional Bank, Omaha, Neb. 

R. S. Hecht, president, Hibernia Bank & 
Trust Co., New Orleans, La. 

Walter Lichtenstein, executive secretary, 
First National Bank, Chicago, Ill. (Secre- 
tary to the Commission.) 

George E. Roberts, vice-president, Na- 
tional City Bank, New York, N. Y. 

H. M. Robinson, president, First National 
Bank, Los Angeles, Calif. 

W. A. Sadd, president, Chattanooga Sav- 
ings Bank, Chattanooga, Tenn. 

A. O. Wilson, vice-president, State Na- 
tional Bank, St. Louis, Mo. 


Public Education 


J. H. Puelicher, president, Marshall & 
Ilsley Bank, Milwaukee, Wis., Chairman. 

C. W. Allendoerfer, vice-president, First 
National Bank, Kansas City, Mo. 

Paul B. Detwiler, assistant cashier, Phila- 
delphia National Bank, Philadelphia, Pa. 

Charles F. Ellery, Fidelity Union Trust 
Co., Newark, N. J. 

R. S. Hecht, president, Hibernia Bank & 
Trust Co., New Orleans, La. 

Russell G. Smith, assistant vice president, 
Bank of Italy, San Francisco, Cal. 

C. F. Zimmerman, treasurer, Lebanon 
County Trust Co., Lebanon, Pa. 

Richard W. Hill, 110 East 42nd Street, 
New York, N. Y., Secretary. 


Public Relations 


M. E. Holderness, vice-president, First 
National Bank, St. Louis, Mo., Chairman. 


Charles Cason, vice-president, Chemical 
National Bank, New York, N. Y., Vice- 
Chairman. 

Thomas P. Beal, president, Second Na- 
tional Bank, Boston, Mass. 

William G. Edens, vice-president, Central 
Trust Co. of Illinois, Chicago, III. 

Frederick W. Gehle, vice-president, Me- 
chanics & Metals National Bank, New York, 
N. Y. 

Thomas B. McAdams, executive vice- 
president, State & City Bank & Trust Co., 
Richmond, Va. 
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W. R. Morehouse, vice-president Security 
Trust & Savings Bank, Los Angeles, Cal. 

Francis H. Sisson, vice-president, Guar- 
anty Trust Co., New York, N. Y. 

George O. Walson, president Liberty Na- 
tional Bank, Washington, D. C. 

Gurden Edwards, 110 East 42nd Street, 
New York, N. Y., director. 


COMMITTEES 
Administrative 


Oscar Wells, president, First National 
Bank, Birmingham, Ala., Chairman. 

Joshua Evans, Jr., executive vice-presi- 
dent, District National Bank, Washington, 
D.C. 

Harry J. Haas, vice-president, First Na- 
tional Bank, Philadelphia, Pa. 

William E. Knox, president, The Bow- 
ery Savings Bank, New York, N. Y. 

F. M. Law, vice-president, First National 
Bank, Houston, Texas. 

Grant McPherrin, president, Central State 
Bank, Des Moines, Iowa. 

Thomas R. Preston, president, Hamilton 
National Bank, Chattanooga, Tenn. 

Francis H. Sisson, vice-president, Guar- 
anty Trust Company, New York, N. Y. 

Melvin A. Traylor, president, First Trust 
& Savings Bank, Chicago, III. 

W. T. Triplett, vice-president, Spokane & 
Eastern Trust Company, Spokane, Wash. 

Thomas F. Wallace, treasurer, Farmers 
& Mechanics Savings Bank, Minneapolis, 
Minn. 

W. C. Wilkinson, president, Merchants 
& Farmers National Bank, Charlotte, N. C. 


Federal Legislation 


Max B. Nahm, vice-president, Citizens 
National Bank, Bowling Green, Ky., Chair- 
man. 

Charles S. Castle, president, Standard 
Trust & Savings Bank, Chicago, III. 

J. E. Garm, vice-president, Joplin Na- 
tional Bank, Joplin, Mo. 

P. D. Houston, president, American Na- 
tional Bank, Nashville, Tenn. 

Ben Johnson, president, Commercial Na- 
tional Bank, Shreveport, La. 

Marcus S. Sonntag, president, American 
Trust & Savings Bank, Evansville, Ind. 


Ex-Officio 


Chairman Federal Legislation, National 
Bank Division: Harry J. Haas, vice-presi- 
dent, First National Bank, Philadelphia, Pa. 

Chairman Federal Legislation, Savings 
Rank Division: E. B. Coll, president, Far- 
mers Deposit Savings Bank, Pittsburgh, Pa. 

Chairman Federal Legislation, State 
Bank Division: C. S. McCain, president, 


’ Bankers Trust Co., Little Rock, Ark. 


Chairman Federal Legislation, Trust Com- 
pany Division: 


Federal Legislative Council 


Max B. Nahm, vice - president, Citizens 
National Bank, Bowling Green, Ky., Chair- 
man. 

State Chairmen: 

Alabama—F. M. Moody, president, First 
National Bank, Tuscaloosa. 
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The Staten Island Savings Bank, 
Staten Island, N. Y. Delano 
& Aldrich, architects. 


The working space on the first 
floor of the Staten Island 
Savings Bank laid with 4000 
square feet of Armstrong’s Cork 
Tile in 9” x 9” medium shade. 


The “Easy-on-the-Feet” Floor 


OMPLETELY as_ Armstrong’s 
C Cork Tile meets every flooring re- 
quirement, the quality that most 
commends it to the banker is its comfort- 
able resilience underfoot—the freedom it 
affords from fatigue and strain to the man 
who works on his feet. 

For Armstrong’s Cork Tile, as its name 
implies, is cork—not a composition. It 
is made entirely from clean cork curlings 
compressed enough to be firm, but not 
enough to destroy its natural lively re- 
silience. It is like a cushion underfoot, 
and its refreshing comfort is reflected in 


the quality of the work of men who must 
stand and walk at their tasks. 

But “easy on the feet” is by no means 
all that can be said of Armstrong’s Cork 
Tile for the bank floor. It is as noiseless 
as carpet, non-slippery, easy to clean, and 
remarkably durable. It needs no wax- 
ing or polishing. It is a handsome floor 
in rich tones of brown and can be laid ina 
great variety of designs. 

Full information will be found in the 
book, “Armstrong’s Cork Tile Floors,” 
which will be sent on request with a 
sample tile. 


ARMSTRONG CorK & INSULATION COMPANY 
Division of Armstrong Cork Company 
176 TWENTY-FOURTH STREET, PITTSBURGH, Pa. 


Also manufacturers of Linotile Floors 


Armstrong's Cork Tile 


When writing to advertisers please mention the American Bankers Association Journal 
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Arizona—C. J. Walters, manager, Ari- 
zona Central Bank, Kingman. 

Arkansas—Stuart Wilson, vice-president, 
State National Bank, Texarkana. 

California—Leo S. Chandler, vice-presi- 
dent, California Bank, Los Angeles. 

Colorado—Clark G. Mitchell, vice-presi- 
dent, Denver National Bank, Denver. 

Connecticut—Edmund S. Wolfe, presi- 
dent, First National Bank, Bridgeport. 

Delaware—Robert P. Robinson, president, 
Central National Bank, Wilmington. 

District of Columbia—Joshua Evans, Jr., 
executive vice-president, District National 
Bank, Washington. 

Florida—Charles A. Faircloth, 
National City Bank, Tampa. 

Georgia—Hugh H. Saxon, vice-president, 
Georgia Railroad Bank, Augusta. 

Idaho—E. G. Bennett, vice-president, An- 
derson Bros. Bank, Idaho Falls. 

Illinois — Charles S. Castle, president, 
Standard Trust & Savings Bank, Chicago. 

Indiana—Marcus S. Sonntag, president, 
American Trust & Savings Bank, Evansville. 

Iowa—J. H. McCord, president, Citizens 
National Bank, Spencer. 

Kansas—J. R. Burrow, president, Central 
National Bank, Topeka. 

Kentucky—Max B. Nahm, vice-president, 
Citizens National Bank, Bowling Green. 

Louisiana—Ben Johnson, president, Com- 
mercial National Bank, Shreveport. 

Maine —H. F. Libby, cashier, 
National Bank, Pittsfield. 

Maryland—John B. Kieffer, vice - presi- 
dent, Hagerstown Bank, Hagerstown. 

Massachusetts—Warren M. King, presi- 
dent, Northampton National Bank, North- 
ampton. 

Michigan—Charles H. Bender, vice-presi- 
dent, Grand Rapids National Bank, Grand 
Rapids. 

Minnesota — E. L. Thornton, president, 
National Exchange Bank, St. Paul. 

Mississippi—Thad B. Lampton, president, 
Capital National Bank, Jackson. 

Missouri—J. E. Garm, vice-president, Jop- 
lin National Bank, Joplin. 

Montana— T. O. Hammond, vice-presi- 
dent, Montana Trust & Savings Bank, Hel- 
ena. 

Nebraska—J. R. Cain, Jr., vice-president, 
Peters National Bank, Omaha. 

Nevada—W. H. Bridges, vice-president, 
Farmers Bank of Carson Valley, Minden. 

New Hampshire — Harold A. Holbrook, 
cashier, First National Bank, Manchester. 

New Jersey —Spencer S. Marsh, vice- 
president, National Newark & Essex Bank- 
ing Co., Newark. 

New Mexico—T. H. Rixey, president, 
State Bank of Commerce, Clayton. 

New York—M. M. Holmes, president, 
Exchange National Bank, Olean. 

North Carolina—W. A. Hunt, vice-presi- 
dent and cashier, Citizens Bank & Trust 
Co., Henderson. 

North Dakota—-J. R. Carley, president, 
First National Bank, Grand Forks. 

Ohio—F. S. Stever, cashier, Merchants 
National Bank, Defiance. 

Oklahoma—A. J. Martin, president, Oke- 
mah National Bank, Okemah. 

Oregon—C. C. Colt, vice-president, First 
National Bank, Portland. 

Pennsylvania — Clark Hammond,  vice- 
president, Columbia National Bank, Pitts- 
burgh. 


president, 


Pittsfield 


Rhode Island—J. Cunliffe Bullock, vice- 
president, Industrial Trust Company, Prov- 
idence. 

South Carolina—C. H. Yates, vice-presi- 
dent, Bank of Camden, Camden. 

South Dakota—A. Kopperud, president, 
Esmond State Bank, Esmond. 

Tennessee—P. D. Houston, president, 
American National Bank, Nashville. 

Texas—F. M. Law, vice-president, First 
National Bank, Houston. 

Utah—Charles H. Barton, president, Na- 
tional Bank of Commerce, Ogden. 

Vermont—Levi H. Bixby, cashier, Mont- 
pelier National Bank, Montpelier. 

Virginia—R. S. Cohoon, president, 
tional Bank of Commerce, Norfolk. 

Washington—D. H. Moss, vice-president, 
First National Bank, Seattle. 

West Virginia—O. J. Fleming, vice-presi- 
dent and cashier, First National Bank, 
Grafton. 

Wisconsin—E. R. Estberg, president, 
Waukesha National Bank, Waukesha. 

Wyoming—C. R. Massey, president, Bank 
of Commerce, Casper. 

In addition to the names listed above, the 
Federal Legislative Council, as per By-Laws 
of the Association, is composed of the mem- 
bers of the Committee on Federal Legisla- 
tion, Presidents and First Vice-Presidents of 
the Divisions and Sections, and the Vice- 
Presidents of the Association and of the 
Trust Company, Savings Bank, National 
Bank and State Bank Divisions in each state. 
The By-Laws provide that in each state the 
elective Executive Council member of the 
Federal Legislative Council (or if there is 
no such member, the State Vice-President of 
the Association) shall be Chairman of a sub- 
committee to be composed of the members of 
the Federal Legislative Council in that state 
and such other members as the State Chair- 
man shall appoint. 


Na- 


Fiftieth Anniversary 


Lewis E. Pierson, chairman of board, 
Irving Bank-Columbia Trust’ Co., New 
York, N. Y., Chairman. 

Lyman J. Gage, Point Loma, Cal. 

Myron T. Herrick, United States Am- 
bassador to France, Paris. 

Charles A. Hinsch, president, Fifth-Third 
National Bank, Cincinnati, Ohio. 

Fred. I. Kent, vice-president Bankers 
Trust Co., New York, N. Y. 

Thomas B. McAdams, executive vice- 
president, State & City Bank & Trust Com- 
pany, Richmond, Va. 

J. H. Puelicher, president, Marshall & 
Ilsley Bank, Milwaukee, Wis. 

George M. Reynolds, chairman of board, 
Continental & Commercial National Bank, 
Chicago, Ill. 

Francis H. Sisson, vice-president, Guar- 
anty Trust Company, New York, N. Y. 

Burton M. Smith, president, Bank of 
North Lake, North Lake, Wis. 

E. F. Swinney, president, First National 
Bank, Kansas City, Mo. 

Evans Woollen, president, Fletcher Sav- 
ings & Trust Co., Indianapolis, Ind. 

D. B. Bunim, 110 East 42nd Street, 
York, N. Y., Secretary. 


New 


Finance 


Melvin A. Traylor, president First Trust 
& Savings Bank, Chicago, IIl., Chairman. 


Clark Hammond, vice-president, Colum- 
bia National Bank, Pittsburgh, Pa. 

R. E. Harding, vice-president, Fort Worth 
National Bank, Fort Worth, Tex. 

H. S. McKee, chairman, First National 
Bank, Long Beach, Cal. 

H. Warner Martin, vice-president Atlanta 
& Lowry National Bank, Atlanta, Ga. 

E. W. Miller, president, Commercial Na- 
tional Bank, Waterloo, Iowa. 

Willis G. Nash, vice-president, Irving 
Bank-Columbia Trust Company, New York 
City. 

Thomas R. Preston, president, Hamilton 
National Bank, Chattanooga, Tenn. 

N. D. Prince, president, Hartford Con- 
necticut Trust Co., Hartford, Conn. 


Insurance 


W. F. Keyser, secretary, Missouri Bank- 
ers Association, Sedalia, Mo., Chairman. 

W. F. Augustine, secretary, Virginia 
Bankers Association, Richmond, Va. 

Walter P. Gardner, vice-president, New 
Jersey Title Guarantee & Trust Co., Jersey 
City, N. J. 

M. A. Graettinger, secretary, 
Bankers Association, Chicago, IIl. 

J. M. Willcox, president, Philadelphia 
Savings Fund Society, Philadelphia, Pa. 

Thomas B. Paton, general counsel, 110 
East 42nd Street, New York, N. Y., advis- 
ory member. 

James E. Baum, deputy manager A. B. A., 
110 East 42nd Street, New York, N. Y., 
Secretary. 


Illinois 


Membership 


H. Y. Lemon, vice-president, Commerce 
Trust Co., Kansas City, Mo., Chairman. 

Charles H. Bender, vice-president, Grand 
Rapids National Bank, Grand Rapids, Mich. 

C. C. Colt, vice-president, First National 
Bank, Portland, Ore. 

F. W. Denio, vice-president, Old Colony 
Trust Company, Boston, Mass. 

C. A. Faircloth, president, National City 
Bank, Tampa, Fla. 

Ben Johnson, president, Commercial Na- 
tional Bank, Shreveport, La. 

J. U. Lademan, vice - president, Second 
Ward Savings Bank, Milwaukee, Wis. 

P. J. Leeman, vice-president, First Na- 
tional Bank, Minneapolis, Minn. 

C. Howard Marfield, vice-president, Sea- 
board National Bank, New York, N. Y. 

Clark G. Mitchell, vice-president, Denver 
National Bank, Denver, Colo. 

J. C. Utterback, president, City Miaioual 
Bank, Paducah, Ky. 

Wirt Wright, president, National Stock 
Yards National Bank, National Stock Yards, 
Ill. 


Ex-Officio 


T. B. Paton, General Counsel, 
42nd Street, New York City. 


110 East 


Non-Cash Items 


J. W. Barton, vice-president, Metropoli- 
tan National Bank, Minneapolis, Minn., 
Chairman. 

C. L. Brokaw, president, Commercial Na- 
tional. Bank, Kansas City, Kan. 

Fred Brown, vice-president, First Nation- 
al Bank, Detroit, Mich. 

E. R. Estberg, president, Waukesha Na- 
tional Bank, Waukesha, Wis. 
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THE GUARDIAN WAY—HELPFULNESS 


| 


Experience 


UR correspondent banks have available all the services which 

The Guardian has developed to a high degree of accuracy 
and efficiency through the past three decades. They likewise have 
at their call the composite experience of the officers and depart- 
ments in problems of policy, organization, business-getting methods, 
trust facilities and other matters not directly related to correspon- 
dent service. 


30 Years of Progressive 


Guardian customers find that there is a prompt, per- 
sonal interest taken in all their problems and activities. 
Let The Guardian prove to your satisfaction how 
helpful it can be in any or all banking functions. 


GUARDIAN 
TRUST COMPANY 


CLEVELAND, OHIO 
One of the Twenty-five Largest Banks Outside of New York 


When writing to advertisers please mention the American Bankers Association Journal 
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Robert F. Maddox, chairman of board, 
Atlanta & Lowry National Bank, Atlanta, 
Ga. 

James Ringold, president, United States 
National Bank, Denver, Colo. 

William C.: White, president, Merchants 
& Illinois National Bank, Peoria, IIl. 


Protective 


The Protective Committee is a_ secret 
committee appointed by the President. 


State Legislation 


W. D. Longyear,: vice-president, Security 
Trust & Savings Bank, Los Angeles, Cal., 
Chairman. 

M. Plin Beebe, president, Bank of Ips- 
wich, Ipswich, S. D. 

Edward S. Bice, vice-president, First Na- 
tional Bank, Marquette, Mich. 

John A. Cathcart, vice-president, First 
National Bank, Sidell, Ill. 

Edward J. Fox, president, Easton Trust 
Co., Easton, Pa. 

W. B. Harrison, president, Union Na- 
tional Bank, Wichita, Kan. 

Rufus Keisler, Jr., vice-president Iron- 
bound Trust Company, Newark, N. J. 

H. Warner Martin, vice-president, At- 
lanta & Lowry National Bank, Atlanta, Ga. 

William Mee, president, Security Nation- 
al Bank, Oklahoma City, Okla. 

E. H. Miller, president, American Trust 
Company, South Bend, Ind. 

J. J. Ponsford, president, State Bank, 
Watertown, Minn. 

W. H. Yeasting, president, Commercial 
Savings Bank & Trust Co., Toledo, Ohio. 


Ex-Officio 


Chairman State Legislation, National 
Bank Division: C. L. Zigler, vice-president, 
First National Bank, South Bend, Ind. 

Chairman State Legislation, Savings Bank 
Division: W. R. Morehouse, vice-president, 
Security Trust and Savings Bank, Los An- 
geles, Cal. 

Chairman State Legislation, State Bank 
Division: C. B. Hazlewood, vice-president, 
Union Trust Company, Chicago, IIl. 

Chairman State Legislation, Trust Com- 
pany Division: 

State Legislative Council 


W. D. Longyear, vice-president, Security 
Trust & Savings Bank, Los Angeles, Cal., 
Chairman. 


State Chairmen: 


Alabama—F. M. Moody, president, First 
National Bank, Tuscaloosa. 

Arizona—C. J. Walters, manager, Ari- 
zona Central Bank, Kingman. 

Arkansas—J. M. Barker, president, Bank 
of Atkins, Atkins. 

California—W. D. Longyear, vice-presi- 
dent, Security Trust & Savings Bank, Los 
Angeles. 

Colorado —H. B. Mendenhall, cashier, 
Rocky Ford National Bank, Rocky Ford. 

Connecticut—Edmund S. Wolfe, president, 
First National Bank, Bridgeport. 

Delaware—Robert P. Robinson, president, 
Central National Bank, Wilmington. 

District of Columbia—Joshua Evans, Jr., 
executive vice-president, District National 
Bank, Washington. 

Florida— J. H. Scales, vice - president, 
Perry Banking Co., Perry. 


Georgia—H. Warner Martin, vice-presi- 
dent, Atlanta & Lowry National Bank, At- 
lanta. 

Idaho—E. G. Bennett, vice-president, An- 
derson Bros. Bank, Idaho Falls. 

Illinois—John A. Cathcart, vice-president, 
First National Bank, Sidell. 

Indiana—E. H. Miller, president, Ameri- 
can Trust Co., South Bend. 

Iowa—E. W. Miller, president, Commer- 
cial National Bank, Waterloo. 

Kansas—W. B. Harrison, president, Union 
National Bank, Wichita. 

Kentucky—Max B. Nahm, vice-president, 
Citizens National Bank, Bowling Green. 

Louisiana—Eugene Cazedessus, vice-presi- 
dent, Bank of Baton Rouge, Baton Rouge. 

Maine—H. F. Libby, cashier, Pittsfield 
National Bank, Pittsfield. 

Maryland—John B. Kieffer, vice - presi- 
dent, Hagerstown Bank, Hagerstown. 

Massachusetts—F. W. Denio, vice-presi- 
dent, Old Colony Trust Company, Boston. 

Michigan—Edward S. Bice, vice - presi- 
dent, First National Bank, Marquette. 

Minnesota — J. J. Ponsford, president, 
State Bank, Watertown. 

Mississippi — George Williamson, vice- 
president, First National Bank, Vicksburg. 

Missouri — E. N. Van Horne, cashier, 
American National Bank, St. Joseph. 

Montana—T. O. Hammond, vice - presi- 
dent, Montana Trust & Savings Bank, Hel- 
ena. 

Nebraska—J. M. Flannigan, cashier, Citi- 
zens Bank, Stuart. 

Nevada—W. H. Bridges, vice-president, 
Farmers Bank of Carson Valley, Minden. 

New Hampshire—Harold A. Holbrook, 
cashier, First National Bank, Manchester. 

New Jersey — Rufus Keisler, Jr., vice- 
president, Ironbound Trust Co., Newark. 

New Mexico—T. H. Rixey, president, 
State Bank of Commerce, Clayton. 

New York— Howard Bissell, president, 
Peoples Bank, Buffalo. 

North Carolina—Albert G. Myers, presi- 
dent, Citizens National Bank, Gastonia. 

North Dakota—J. R. Carley, president, 
First National Bank, Grand Forks. 

Ohio—W. H. Yeasting, president, Com- 
mercial Savings Bank & Trust Co., Toledo. 

Oklahoma—William Mee, president, Se- 
curity National Bank, Oklahoma City. 

Oregon—C. C. Colt, vice-president, First 
National Bank, Portland. 

Pennsylvania—Edward J. Fox, president, 
Easton Trust Company, Easton. 

Rhode Island—J. Cunliffe Bullock, vice- 
president, Industrial Trust Co., Providence. 

South Carolina—C. H. Yates, vice-presi- 
dent, Bank of Camden, Camden. 

South Dakota—M. Plin Beebe, president, 
Bank of Ipswich, Ipswich. 

Tennessee—S. T. Jones, president, Bank 
of Sweetwater, Sweetwater. 

Texas—W. W. Woodson, president, First 
National Bank, Waco. 

Utah—Charles H. Barton, president, Na- 
tional Bank of Commerce, Ogden. 

Vermont—Levi H. Bixby, vice-president, 
Montpelier National Bank, Montpelier. 

Virginia—E. B. Spencer, president, Na- 
tional Exchange Bank, Roanoke. 

Washington—W. T. Triplett, vice-presi- 
dent, Spokane & Eastern Trust Co., Spo- 
kane. 

West Virginia — O. J. Fleming, vice- 
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president and cashier, First National Bank, 
Grafton. 

Wisconsin — J. U. Lademan, vice-presi- 
dent, Second Ward Savings Bank, Milwau- 
kee. 

Wyoming—C. R. Massey, president, Bank 
of Commerce, Casper. 

In addition to the names listed above, the 
State Legislative Council, as per By-Laws 
of the Association, is composed of the mem- 
bers of the Committee on State Legislation, 
Presidents and First Vice-Presidents of 
the Divisions and Sections, and the Vice- 
Presidents of the Association and of the 
Trust Company, Savings Bank, National 
Bank and State Bank Divisions in each 
state. The By-Laws provide that in each 
state the elective Executive Council mem- 
ber of the State Legislative Council (or 
if there is no such member, the State Vice- 
President of the Association) shall be Chair- 
man of a sub-committee to be composed of 
the members of the State Legislative Coun- 
cil in that state and such other members as 
the State Chairman shall appoint. 


State Taxation 


Thornton Cooke, president, Columbia 
National Bank, Kansas City, Mo., Chairman. 

Charles P. Blinn, Jr., vice-president, Phil- 
adelphia National Bank, Philadelphia, Pa. 

Charles W. Dupuis, president, Citizens 
National Bank & Trust Company, Cincin- 
nati, Ohio. 

J. W. Spalding, vice-president and cash- 
ier, North Avenue Bank, New Rochelle, 
N. Y. 

D. S. Wolfinger, president, City Guaranty 
Bank, Hobart, Okla. 


Taxation [Special Committee] 


Oliver C. Fuller, chairman of board, 
First Wisconsin National Bank, Milwau- 
kee, Wis., Chairman. 

Howard Bissell, president, Peoples Bank, 
Buffalo, N. Y. 

S. E. Bradt, vice-president, First National 
Bank, De Kalb, IIl. 

Edgar L. Mattson, vice-president, Mid- 
land National Bank & Trust Co., Minneapo- 
lis, Minn. 

Elmer A. Onthank, president, Safety 
Fund National Bank, Fitchburg, Mass. 

Ben S. Paulen, president, Wilson County 
Bank, Fredonia, Kan. 

Rome C. Stephenson, vice-president, St. 
Joseph County Savings Bank, South Bend, 
Ind. 


Members of Executive Council at Large 


Nathan Adams, president, American Ex- 
change National Bank, Dallas, Tex. 

R. S. Hecht, president, Hibernia Bank 
& Trust Co., New Orleans, La. 

Frank K. Houston, vice-president, Chemi- 
cal National Bank, New York, N. Y. 

Hal Y. Lemon, vice-president, Commerce 
Trust Company, Kansas City, Mo. 

James Ringold, president, United States 
National Bank, Denver, Colo. 


Vice-Presidents for Territories 
Alaska—B. M. Behrends, president, B. M. 
Behrends Bank, Juneau. 
Canal Zone—G. S. Schaeffer, manager, 
Chase National Bank of New York, Cris- 
tobal. 


(Concluded on page 283) 
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A BAsIC BANKING LAW | 
THE FEDERAL FARM LOAN ACT 


i hans President of the United States on July 17, 1916 signed the Federal Farm Loan Act, which, in 
recognition of the fundamental financial need of American agriculture, had been passed by Congress 


as an addition to our Banking System. 


The purposes of the Act are: 


To provide capital for agricultural development. 

To create a standard form of investment based upon Farm MortgaBes. 

To equalize rates of interest upon farm loans, and 

More important, provide a mortgage which in its terms of repayment har- 


monized with farm earnings. 


A farm mortgage like a railroad mortgage can be 
paid only from annual net earnings, and the old 
three and five year mortgages were as unsound 
economically for the farmers as would be the 
major financing of a great railroad on the same 
basis. They meant repeated and expensive renew- 
als, often in an adverse money market, always 
anxiety and too often failure. 


They meant the withholding of needed economic 
improvements such as liming, draining and tiling, 
and consequent impairment of production. They 
meant delay in modernizing the farm, thus driving 
many a farm boy off the farm, the continuing 
tragedy of American agriculture. 


The Federal System brought the amortized long- 
time loan (with liberal repayment privileges) so 
adjusted that on the basis of 514% interest, the 
rate at this time, semi-annual installments of 


$32.50 pay the interest and retire the principal in 
34% years on a $1000 loan. 


This enables the farm borrower in a prosperous 
year to improve his farm and add to his home 
comforts, and make farm life more worth while. 
That there was a real need and desire for such a 
service is evidenced by the fact that in less than 
seven years of active operations, 362,569 farmers 
have borrowed $1,114,007,848 and that it was 
not solely a question of rate is shown by the fact 
that Iowa, most favored of all the states by Mort- 
gage Bankers, has more Federal loans than any 
other state in the Union, except Texas which is 
a Bank district by itself. 


The easy terms of payment add to the certainty 
of payment and these massed mortgages, plus 
more than $60,000,000 of capital, reserve and 
profits are the basic security for 


FEDERAL LAND BANK BONDS 


The Standard Tax-Free Investment for Private Investors, special Trusts and Estates 


The United States Supreme Court has fully up- 
held the total tax exemption of these bonds, and 
the income therefrom. 


They are free from all Federal, State and muni- 
cipal taxation—inheritance tax alone excepted. 
Interest from them may be deducted from indi- 
vidual or corporate income in making Income 
Tax Return. They are legal investment for all 
fiduciary and Trust funds under the jurisdiction 
of the United States Government and are accept- 
able at par as security for Government deposits, 
including Postal Savings. 


Interest is payable semi-annually at any Federal 
Land Bank or Federal Reserve Bank, making the 
coupons cash items anywhere in the country. 
Principal is payable at the Bank of issue, but ar- 
rangements for retirement are also made through 
the Federal Reserve Banks, Coupon or Registered 
Bonds (interchangeable) in denominations of 
$10,000, $5,000, $1,000, $500, $100 and $40, redeem- 
able at par and interest ten years from date of issue, 
and on any interest payment date thereafter. 


A high class secondary reserve with a fair yield 
and readily convertible into cash. 


Federal Land Banks are located at 


New Orleans, La. 


Springfield, Mass. 
St. Paul, Minn. 


Louisville, Ky. 


Wichita, Kansas 
Baltimore, Md. 


St. Louis, Mo. 
Columbia, S. C. 


Berkeley, Cal. 
Houston, Texas 


Omaha, Nebr. 
Spokane, Wash. 


Write today for Federal Farm Loan Board Circular No. 16 descriptive of these Bonds, addressing nearest Federal Land Bank or 


CHAS. E. LOBDELL, Fiscal Agent, FEDERAL LAND BANKS, Washington, D. C. 
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Nearly Three Million School Savers 


HRIFT is being added to the “three 

R’s” as one of the indispensable sub- 

jects to be taught to the American 

youth in the public schools of the 
United States. Nearly three million students 
had school savings accounts and the bank 
balances growing out of this practical thrift 
movement amounted to $25,913,531 for 1924- 
25, according to the reports of the Savings 
Bank Division of the American Bankers 
Association. There was a gain during the 
year of more than a half-million student 
savers. 

The widespread vogue of school savings 
is evident by the statistics, which show that 
there were 2,869,497 participants in forty 
states. The returns are admittedly incom- 
plete, as no reports were received from Ari- 
zona, Idaho, Nevada, New Hampshire, New 
Mexico, North Dakota, South Dakota, Utah 
or Wyoming. In several of these states, ap- 
parently no district has installed a school 
savings system, due, in a measure, to the 
prevalent opinion that school savings bank- 
ing can be successful only in cities and in 
suburban districts. An increasing number of 
reports from rural districts in other states 
would lead to the belief, however, that al- 
though it may be easier to develop interest 
in the more thickly populated communities, 
it can be developed in the country by careful 
planning and enthusiasm on the part of the 
school officials and depository banks. 

Although the school savings movement 
is comparatively new, the report shows 


continued growth and “contains many fac- 
tors to encourage the belief in its per- 
manence as a part of the educational pro- 
gram in the public schools,” according to 
W. Espey Albig, Deputy Manager, Savings 
Bank Division. “Emphasis is not placed on 
the amount of money saved or on the sav- 
ing of money simply to have it. The schools 
are stressing the need for frequent and reg- 
ular participation to create the savings habit 
and developing the sense of wise spending 
by pointing out how money may serve as an 
agency for promoting enlightenment, for 
encouraging initiative and for developing 
industry. By teaching the upcoming Amer- 
icans how to save and how to make more 
intelligent use of income, the schools are 
pointing the way to a better understanding 
of common financial problems and the value 
and use of money.” 

The net savings for the year were about 
$750,000 less than for the preceding year. 
The withdrawals were rather heavy in cer- 
tain districts, due to the local industrial sit- 
uation. However, it is believed that the 
withdrawals in several districts were greater 
than necessary either by reason of lack of 
emphasis on the part of the persons having 
the pupils in charge or else by the inade- 
quacy of the school savings method in use. 


EASURED iin sstatistics, the progress 
made is thus indicated: 

During the year closing June 30, 1925, 

the number of reporting school savings sys- 


tems has increased from 683 which embraced 
742 districts to 760 which embraces 1557 
districts; the number of schools from 9080 
to 10,163; the number of pupils enrolled in 
schools having savings systems from 3,095,- 
012 to 3,848,632; the participants from 2,- 
236,326 to 2,869,497; the deposits from $14,- 
991,535.40 to $16,961,560.72; and the bank 
balances from $20,435,144.64 to $25,913,531. 

The number of schools having school sav- 
ings systems increased 11.9 per cent; the en- 
rollment of pupils in districts having school 
savings increased 24.3 per cent; pupil par- 
ticipation increased 28.3 per cent; deposits 
increased 13.1 per cent, and school balances 
26.8 per cent. 

The present report is significant when 
compared with that for the year 1919-1920, 
the first year comprehensive statistics were 
available. The number of schools having 
school savings banking has increased 271.4 
per cent; the enrollment in school savings 
districts has increased 278.9 per cent; parti- 
cipants 520.2 per cent, deposits 506.1 per 
cent, and bank balances 516.8 per cent. 

Possibly the best basis from which to 
judge the increased favor secured by school 
savings banking is found in the results ob- 
tained in a group of about 400 districts 
where school savings banking has been es- 
tablished for two or more years. In this 
group during the year the enrollment has 
increased 6.5 per cent; participation by 
pupils, 15 per cent: deposits, 108.1 per cent; 
bank balances, 248.3 per cent. 


School Savings by States for 1924-25 


Number Schools 


ALABAMA 

ARKANSAS 

CALIFORNIA 

COLORADO 
CONNECTICUT 
DELAWARE 

OF COLUMBIA 


HIO 
OKLAHOMA 
OREGON 
PENNYLVANIA 
RHODE ISLAND 
SOUTH CAROLINA 


ToTrats—UnNITED STATES 
1924-1925 
1923-1924 
1922-1923 
1921-1922 
1920-1921 
1919-1920 


Deposits 


$13,814.96 
8.629.77 
995,072.43 
11,849.30 
606,303.46 
143.352.76 
39,889.30 
47,664.90 
156,456.01 
1,002,433.16 
429,488.43 
375,453.01 
73,428.18 
222,102.92 
57,153.28 
25,562.85 
99,381.65 
981,090.19 
656,881.23 
522,010.75 
8,205.89 
212,845.58 
3,120.76 
232,096.15 
821,921.20 
2,285,869.32 
34,685.64 
1,168,699.49 
193.583.46 
9,233,71 
3,222,872.48 
789,095.74 
891.56 
77,469.66 
6,778.80 
7,470.54 
217,925.13 
557,137.89 
140,066.97 
503,572.21 


$16,961,560.72 
14,991,535.40 
10,631,838.69 
5,775,122.32 
4,158,050.15 
2,800,301.18 


Enrollment Participating 


72, 617 
2,869,497 
2,236.326 
1,907,851 
1,295,607 
802,906 
462,651 


3,848,632 
3,095,012 
3,061,053 
2,241,706 
1,829,475 
1,015,653 
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Bank Balances 


$10,426.08 
4,935.96 
3,339,880.77 
50.278.04 
992,433.45 
177,903.01 
39,889.30 
35,105.71 
200,954.15 
1,138,221.79 
538,903.78 
544,742.76 
79,889.31 
270,120.05 
113,940.02 
45,110.11 
86,080.82 
1,514,009.12 
945,806.23 
936,105.14 
4,682.61 
190,942.78 
4.258.32 
321,619.43 
1,245,888.43 
2,783,250.61 
39,505.63 
1,799,740.69 
"594,646.03 
16,106.48 
4,745,931.52 
1,080,040.98 
1,779.47 
201,674.30 
6,778.80 
15,494.12 
222,086.71 
704,540.97 
224,692.66 
645,134.96 


$25,913,531.15 
20,435,144.64 
11,807,085.59 
6,479,286.99 
5,185,280.93 
4,200,872.32 


Net Savings 


$3,656.94 
2,509.18 
659,476.05 
4,461.04 
405,519.02 
59,284.98 
39,889.30 
34,818.29 
59,539.83 
317,310.03 
159,415.34 
125,603.98 
27,534.75 
45,119.42 
12,156.33 
17,850.99 
68,109.03 
617,130.28 
207,380.63 
385,007.58 
4,682.61 
98,425.08 
2,129.88 
37,781.52 
458,450.12 
1,489,125.36 
13,398.28 
338,642.07 
178,497.84 
3,720.52 
1,013,815.44 
252,359.74 


Interest 


$196.61 
64.97 
93,373,70 
125.81 


4,365.41 


2,684.53 
18,284.41 
10,527.14 
12,671.95 

1,333.70 

4,974.90 


1,131.12 
332.36 
15,771.52 
16,901.77 
2,651.91 


1,713.67 


1,960.18 
20,772.92 
37,657.55 

699. 


326, 119.14 
49,547.30 
170,840.51 


$7,779,922.55 
8,556,991.27 


10,793.41 
458,072.81 
310,865.91 
184,645.27 


8 3,119 2,776 
6 1,933 1,879 
1,619 411,803 196,661 
515 176,535 130,328 
85 47,968 36,772 
57 15,275 10,641 
70 53,275 31,197 
MASSACHUSETTS. eee 846 343,403 166,387 
411 144,388 96,746 
386 157,486 133,248 
NEW 931 201,368 460,073 
NORTH CAROLINA ............... 43 15,606 12,486 
588 269,262 212,090 37,553.74 
ccededsceeesncews 28 2,545 1,690 370.89 
2 84 400 457.84 
60 33.904 34,419 28.467 39 
17 5,084 1,875 498.71 6,476.43 
WASHINGTON ..... 212 99,545 86,035 17,781.18 
WEST VIRGINIA ...............-. 102 51,963 3,230.81 
: WISCONSIN 314 98,038 
10,163 
3,316 
2,736 
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FOUR FUNDAMENTAL ADVANTAGES 


in Bank Ledger Posting and Statement Work 


Simplicity 
Visibility 
Durability 


—plus specific posting features never before 
available to banks 


F speed were the only advantage possessed by 
the new Dalton “MULTIPLEX” Bank Ledger 
Posting and Statement Machine, this new model 

would still deserve the tremendous reception ac- 
corded it. 


—For this new Dalton does 25 or more per cent more 
work in a given time than ordinary figuring 
equipment. The scientifically arranged 10-key 
Dalton “touch method" keyboard makes this 
possible. The operator posts with “eyes on work— 
fingers on keys,’ no swinging of head from data to 
machine. Eye-strain and mental fatigue eliminated. 


But the Dalton combines with speed these three 
other fundamental advantages: 


—Simplicity—The Dalton is so simple as to be in- 
stantly operable by anyone. 
—Visibility—All figures in plain The New 
view, and within easy range 

of operator's line of vision. 


—Durability—The machine is 
so simply, so sturdily built 
that little mechanical service 
is ever needed. 


MULTIPLEX 


Bank Ledger Posting and Statement Machine 


ADDING - CALCULATING . BOOKKEEPING . STATEMENT AND “CASH REGISTER” MACHINES 


Besides these important advantages, the Dalton offers 
posting advantages never before available to banks: 


—The machine checks its own work, enabling the 
bank, if it so desires, to eliminate the expensive 
“call-back’’ system. 


—Over-draft balances, including the date, are auto- 
matically printed in red. 

—Position of paper carriage facilitates injection and 
removal of sheets. 


—Improved automatic carriage return eliminates 
vibration, making this new model exceedingly 
quiet in operation. 


The New Dalton “MULTIPLEX” Bank Ledger 
Posting and Statement Machine is readily adaptable 
to any posting system—it can be used alone or in 
conjunction with other equip- 
ment. Phone the nearby Dalton 
Sales Agent—have him explain, 
without obligation to you, all 
the advantages this machine 
offers. Or write for descriptive 
booklet, describing in detail this 
newest Dalton. 


The Dalton Adding Machine Sales Company, Cincinnati, Ohio, U.S. A. 


Agents for Canada: The United Typewriter Co., Toronto and Branches 
Sales Agencies in all the Principal Cities of the World 


When writing to advertisers please mention the American Bankers Association Journal 
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NEW YORK BANKS 
“YORK” VAULTS have 


been installed in over 120 
leading New York Banks 


SHOP VIEW OF BANK VAULTS UNDER CONSTRUCTION 


Many years ago we built and installed our first vault. Today our bank and safe deposit 
vaults are in use by many hundreds of banks in the cities and towns of the United States; 
in South America; in China, Japan and elsewhere. 


The Federal Reserve Banks in New York, Chicago, Philadelphia, Detroit, Cleveland, 
Boston, Pittsburgh, Minneapolis and in other cities, have installed “York” vaults. 


Recently, the Equitable Trust Co., New York; and the First Trust & Savings Bank, 
Chicago, contracted with us for vaults of immense size and strength. 


With the offer of this record as proof of the high character and acceptability of our 
service to the banks of this country, we solicit an opportunity to place our proposal before 
you—when next you are considering the purchase of a vault and its equipment. You incur 
no obligation, real or implied, by so doing. 


York Safe and Lock Company 


Factory and Principal Office: York, Pa. 


BRANCHES: 
New York, N. Y., 55 Maiden Lane St. Louis, Mo., 3rd and St. Charles Sts. 
Baltimore, Md., 7 W. Redwood St. Cleveland, Ohio, 209 E. St. Clair St. 
Boston, Mass., 98 Sudbury St. San Francisco, Cal., 216 Fremont St. 
Chicago, Ill., 217 W. Monroe St. Pittsburgh, Pa., 427 7th Ave. 
Philadelphia, Pa., 1613 Chestnut St. New Haven, Conn., 273 State St. 
Seattle, Wash., 112 3rd Ave., South Houston, Texas, 414 San Jacinto St. 


When writing to advertisers please mention the American Bankers Association Journal 


= 
| | 
| 


From a painting by Walter de Maris Copyright 1925 by American Bankers Association Journal 


THE CACHE 
A Pioneer Bank’s Emergency Vault 
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Report of General Counsel 


N outstanding feature of the work of 
the General Counsel during the 
past year has been that done in co- 
operation with the Committee on 

Federal Legislation in the promotion of the 
McFadden bill H.R.8887 which is designed 
to grant the necessary relief to national 
banks and at the same time safeguard the in- 
dependent system of banking. Charged by 
the mandate of the Chicago Convention with 
the duty to aid to the utmost in the passage 
of the bill, as modified by certain amend- 
ments tending to check the further growth 
of branch banking and confronted with the 
fact that all that remained of the 68th Con- 
gress was the short session beginning in De- 
cember and ending in March, an active cam- 
paign was at once organized throughout the 
country. This resulted, despite opposition, 
in the passage of the bill by the House of 
Representatives with amendments which con- 
formed to the Chicago Resolution. After 
the bill passed the House, the Senate Com- 
mittee on Banking and Currency devoted a 
number of days to hearings of the propon- 
ents and opponents of the measure. The lat- 
ter succeeded in inducing the Committee, be- 
fore reporting the bill, to eliminate the pro- 
visions designed to restrict branches of state 
bank members of the Federal Reserve Sys- 
tem. Our Committee, of course, urged re- 
tention of these provisions in obedience to 
the Resolution adopted at Chicago. When 
the bill was reported to the Senate, however, 
the time was too short to permit of its ade- 
quate consideration by that body, and the en- 
tire bill failed of passage with the close of 
the 68th Congress. 


Taxation 


ONSIDERABLE attention has been giv- 
en during the past year to the subject of 
taxation in its various phases. Our Commit- 
tee on State Taxation has made a complete 
survey of the methods of bank taxation in 
the various states, and its report will be sepa- 
rately printed and made available for the in- 
formation of members. A Special Commit- 
tee of the Trust Company Division on In- 
heritance Taxation in the United States has 
made an exhaustive study of this important 
and troublesome subject, and the results of 
such study and recommendations of the 
Committee will also be made available to 
members in a report which will be separately 
printed: Both of these reports will serve as 
the basis for a movement for legislative re- 
form. A further branch of work in imme- 
diate prospect has relation to the new Fed- 
eral Revenue bill and the reduction of 
revenue. 


Arbitration 


UCH time has been given during the 

past year to promotion of the principle 
of arbitration of commercial disputes. The 
Federal Arbitration Act designed to make 
valid and enforceable written provisions or 
agreements for arbitration of disputes aris- 
ing out of interstate contracts was signed by 


THOMAS B. PATON 


President Coolidge on February 12 last, and 
becomes effective January 1, 1926. New 
York, New Jersey, Oregon and Massachu- 
setts now have adequate arbitration acts 
and our Committee on State Legislation, 
pursuant to authority given by the Executive 
Council, will urge a model form of arbitra- 
tion law for enactment in all the other states. 
Arbitration as a substitute for litigation has 
many advantages. The delay and expense 
of litigation is largely avoided, and a deci- 
sion or award by arbitrators, chosen from the 
same line of business as the disputants, is 
more apt to deal out exact justice than a de- 
cision of a court based on the findings of a 
jury upon questions of fact and business 
transactions of which they have no technical 
or expert knowledge. A further advantage 
of arbitration is that while litigation tends to 
make enemies, the parties to a dispute settled 
by arbitration generally remain friends. It 
is the aim and intention, in addition to urg- 
ing legislation, to‘'make agreements to arbi- 
trate valid and enforceable, to promote in the 
banking field the method of settlement of 
disputes by arbitration by a campaign of 
education showing its advantages, the draft- 
ing of proper forms of arbitration clauses 
and agreements and assisting in the organi- 
zation and establishment of the necessary 
tribunals and the proper procedure for the 
submission of controversies between banks 
and between banks and their customers to 
adjustment by arbitration. 


Insurance 


N the field of insurance there has been 

collaboration with the Insurance Commit- 
tee of the Association which has perfected 
and adopted a Revised Standard Form of 
Bank Burglary and Robbery Policy, copy- 
righted in 1925, and is now engaged in the 
formation of a Standard Form of Bankers 
Blanket Bond to be recommended, when 
completed and approved by the members of 
the Association. 


International Law Governing 
Cheques and Bills 


OOKING towards greater uniformity in 
the laws of the different nations govern- 

ing commercial instruments of an interna- 
tional character, your General Counsel ac- 
cepted appointment as American delegate 
and member of a Special Committee of the 
International Chamber of Commerce to con- 
sider the subject of unification of the laws 
of the different nations governing the cheque. 
He presented a detailed statement of how 
the subject is regulated in the American law 
of negotiable instruments, enacted and 
amended by 48 independent law-making bod- 
ies, and his opinion that the most practicable 
way of attaining the end sought, so far as 
this country is concerned, would not be by 
amendment of the existing Negotiable In- 
struments Law, without more, but rather by 
removing international cheques from the ex- 
isting law of the different countries and pro- 
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viding a supplemental code applicable solely 
to such instruments. These views were given 
due consideration at meetings of the Com- 
mittee in Paris in the spring of this year. 
At the Conference of the International 
Chamber at Brussels, June 21-27, resolutions 
were adopted in favor of the maintenance 
of the Cheque Committee until such time as 
it had carried its work to a logical conclu- 
sion; but considering that the question of 
the cheque is closely connected with that of 
bills of exchange and that it is difficult to 
separate the two, the desire was expressed 
that unification of laws governing bills of 
exchange should be pursued on the basis of 
the Hague Convention, 1912. 


State Legislation and Courts 


AY active campaign has been conducted 
this year in the promotion through state 
organizations of laws recommended by the 
American Bankers Association. A number 
of such laws have been passed and a variety 
of other banking legislation adopted, the sub- 
jects of which are all referred to in the Re- 
port of the Committee on State Legislation. 
The decisions of the higher courts in all the 
states and of the Federal courts on banking 
matters during the year have all been re- 
viewed and noted. Among anomalous deci- 
sions that have caused concern and comment 
in the banking fraternity is one by the 
Supreme Court of Florida to the effect that 
the Standard Form of Trade Acceptance is 
nonnegotiable by reason of the provision 
therein that “the obligation of the acceptor 
hereof arises out of the purchase of goods 
from the drawer.” This provision is gener- 
ally regarded as a mere statement of the 
transaction which gives rise to the instru- 
ment and does not affect negotiability. An- 
other decision by the Supreme Court of Ap- 
peals of West Virginia is to the effect that 
a certificate of deposit fraudulently issued 
by the cashier of a bank is a forgery. The 
effect of this would be to take such an in- 
strument out of the category of negotiable 
paper and deprive an innocent purchaser of 
any recourse as a holder in due course. 
These decisions are not likely to be followed 
generally but must be deemed local or pro- 
vincial, and the proper remedy to cure these 
inroads upon the law of negotiable paper 
would seem to be corrective action by the 
legislatures of the states affected. 


Legal Opinions 


O attempt will be made in this report to 

detail the subjects of nearly 1,000 legal 
opinions rendered during the past year to 
members of the Association on questions 
which have been submitted arising in the 
ordinary course of business or with refer- 
ence to the application of newly enacted 
statutes to banking transactions. A new 
digest containing all of these matters and 
much other pertinent information in bank- 
ing law and practice is substantially com- 
pleted and about ready for publication. 
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Gov. Harding’s Story of Deflation 


In New Book, Former Head of Federal Reserve Board Reviews 


Principal Problems Encountered in Establishment and Opera- 
tion of Banking System. Treasury Intervened to Prevent Advance 
in Rediscount Rates When Planned to Check Over-Expansion. 


P. G. HARDING, Governor 

of the Federal Reserve 

Board during the war and 

@ the head of the American 

banking system during the trying times of 
deflation, has written a book. 

It tells in narrative style of the principal 
problems encountered by the Federal Re- 
serve Board in the establishment of the new 
banking order and describes some of the 
difficult situations that developed during the 
first ten years of its operations. For the 
first time, Governor Harding gives his own 
version of the part that the Reserve Board 
played during the memorable deflation 
period, when the great collapse of inventory 
values created a precipitate drop in the level 
of all prices that brought about a far-flung 
depression in the affairs of this country. 
He reveals that, even though the Federal 
Reserve Banks were prepared as early as 
the spring of 1919 to advance rediscount 
rates to prevent the over-expansion of busi- 
ness in the United States, they were forced 
to abandon their plans until it was too late 
to make their deflation policy effective be- 
cause the treasury felt this action would 
interfere with its program for financing the 
government’s borrowing on a low market. 


Truth About Deflation 


HILE the recital of the Board’s efforts 

to hold the post-war boom within safe 
limits through the curtailment of credits is 
the high light of the book, Governor Hard- 
ing, one of the original members of the 
Board, covers the outstanding events of the 
early days—the setting up of the regional 
banks, the creation of the gold transfer 
fund, the establishment of the par clearance 
system for checks and the development of 
the discount market. How the financial 
system was geared up to meet the war time 
requirements, the various amendments to the 
Federal Reserve Act and later the Senatorial 
and Congressional criticisms that were 
lodged against the Board for its various acts 
are described somewhat briefly by the 
author. 

The story is told in a direct, straight- 
forward manner, with generous excerpts of 
the official letters that figured in the various 
events. While occasionally the reader gets a 
fugitive glimpse behind the scene at Wash- 
ington, personalities are overshadowed by 
the plain description of the various situa- 
tions. 

The book is lightened somewhat by some 
interesting personal revelations and a few 
anecdotes. At the outset, Mr. Harding tells 
how, sight unseen and without the slightest 
intimation, President Wilson designated him 
as a member of the first Federal Reserve 
Board. The news of his appointment came 


through the appearance of a Washington 
dispatch on the first page of a Birmingham 
newspaper telling of his selection. The 
President had not so much as written him a 
letter at the time, although Mr. Harding two 
months previously had met Col. E. M. 
House, who was en route from Texas to 
Washington, at Montgomery at his request 
and had traveled on the train two hours to 
a junction point that was on the way. 
Colonel House did not reveal to Mr. Hard- 
ing that he was under consideration but 
merely discussed general banking conditions 
and asked for an expression of opinion as 
to the respective abilities of three Southern 
bankers, who had been mentioned for the 
Board. 

The book alludes to the attacks that were 
made on the Board in the Senate and on the 
outside but, in answering these charges, 
Governor Harding relies chiefly on a recital 
of the facts to confute the contentions of 
the critics of the System, and deals quite 
temperately with them. 

The most bitter critic of Governor Hard- 
ing was Senator J. Thomas Heflin, of Ala- 
bama, who during the last year of his 
administration made almost daily speeches 
on the floor of the Senate denouncing the 
head of the Reserve Systems, William 
“Poison Gas” Harding in acrimonious re- 
marks that were “as bitter in invective as 
the Philippics of Demosthenes.” Reciting 
how this “chronic senatorial faultfinder” had 
charged him with being a traitor to the 
South by “having brought about a drastic 
decline in the price of cotton when he had 
it in his power to prevent the price from 
falling below thirty cents a pound” Governor 
Harding told how the Senator had explained 
the simple expedient by which this could 
have been done: “He stated that I could 
have advised member banks to loan at this 
figure and could have compelled the Federal 
Reserve Banks to rediscount the notes, and 
that had I done this the market could not 
have declined below thirty cents; for who 
would sell his cotton for less when he could 
borrow at that figure? The cotton mills, 
thus, not being able to buy cotton below 
thirty cents, would have been compelled to 
pay that price or more for their cotton, 
and in this way the market price would have 
been stabilized.” 


A Characteristic Method 


HIS. is characteristic of the method used 
in disposing of the various charges lev- 
eled against him during his official life. 
Governor Harding recounts how John 
Skelton Williams, the former Comptroller 
of the Currency, turned on the Federal 
Reserve System, after maintaining cordial 
relations with its members, and became one 


278 


of its most heated critics. He professes his 
inability to understand the reasons for the 
marked change in his attitude. 

Of his relations with President Wilson 
and President Harding, Governor Harding 
makes only slight reference. He reveals 
that during all the time that he served un- 
der the Wilson administration, he was called 
to the White House but three times for a 
personal interview. 

President Harding, the author intimates, 
was under a misapprehension as to the man- 
ner of appointment or election of directors 
of Federal Reserve Banks. It was evidently 
the intent of the framers of the Reserve 
Act that the Reserve Banks should be kept 
out of politics, and thus it was provided that 
the appointment of the three Class C, or 
government directors, should be made by the 
Federal Reserve Board. In the fall of 1921 
“members of the Board heard that applica- 
tions were being filed with the Pesident for 
‘Class C’ directorships in the Federal 
Reserve Banks,” the books states, “and be- 
fore the end of the year it was openly 
asserted by applicants in two districts that 
their appointments had been promised by the 
President.” In October, the President wrote 
to Governor Harding enclosing a note from 
a friend expressing interest in a member of 
the Federal Reserve Bank of Chicago and: 
observing “If Mr. —— is the only democrat 
on the Board, and if he is a capable and’ 
acceptable member thereof, I quite agree 
with —— that he ought to be retained.” The 


book, however, contains no other reference: 


to political pressure exerted by the President.. 


A Baseball Umpires Job 


HARDING, describing his. 
position as head of the Reserve Board: 


as “hardly more pleasant than that of a base- 


ball umpire,” states that he had made up his. 


mind to resign sometime before his term of 
office expired and had so informed Secretary 
of the Treasury Mellon of his decision. Mr. 
Mellon, however, asked Governor Harding 
not to close his mind entirely on the sub- 
ject and, in deference to his wishes, agreed 
to “await developments.” “I should have 
resigned several months before but for the 
attacks which were being made upon the 
Board,” Governor Harding states. The at- 
tacks in the Senate grew more _ violent, 
especially on the part of Senator Heflin of 
Alabama and Senator Smith of South 


Carolina, a member of the farm bloc, who. 


sponsored the bill that led to the amendment 
of the Federal Reserve Act placing a dirt 
farmer on the Reserve Board. 

While the press, at the time, carried 
stories to the effect that President Harding 
would send Governor Harding’s name to 
the Senate for reappointment if a poll 
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Your local gas company ts 
ready toshow you how’ the 
ideal fuel*’ can improve 
your processes. Or write the 
American Gas Association, 
5342 Madison Avenue, New 
York. 


the new way - - output nearly doubled - - with gas 


... the old way... 


The old-fashioned vitreous 
enameling furnace—often fired 
with coal or oil—was slow, dirty, 
inefficient. 

It loafed on the job... worked 
half the time but ate up fuel all 


| he use of gas often stimulates im- 


portant improvements in manufactur- 


the time. 
. Modern methods demanded an 
ing processes. improvement . . . and city gas 1 
stepped in to show how it could \| 
be done, bringing with it cleanli- 
ness, economy, control. 


job—the furnace operated only half time. While the old 
fashioned “fork” was being loaded the furnace stood idle, 
consuming fuel; with the furnace full and working the 
men often loafed until the next “period.” 

The use of city gas helped inventive genius to design a 
new double “speed fork” one half of which is loaded 
while the other is being “fired.” Now the modern enamel- 
ing furnace is on the job practically full time. Workmen 
have to hustle to feed its greedy maw—and in some 
plants the output is nearly doubled. 


And not only is gas improving manufacturing processes 
but the absence of dust and dirt is improving working 
conditions. 

One of the greatest boons which gas brings to the com- 
munity life is smoke abatement. Sections where factories 
which use gas are located lose their dull, forbidding ap- 
pearance. Factories are freed of grimy soot and cities and 
towns are cleaner and healthier. The solution to the 
smoke problem with its attendant evils of soot, ashes and 
grime lies in the universal use of gas in home and industry. 


If it is done with heat 
you can doit% with gas 


When writing to advertisers please mention the American Bankers Association Journal 


Vitreous enameling, for example, was formerly a slow | 
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there showed that he could be confirmed, 
Mr. Harding states that several weeks after 
his term had expired he called, by invitation, 
at the White House and was told by Presi- 
dent Harding that he had never had any 
intention of sending his name to the Senate 
until the Senatorial attacks had become so 
intemperate, and frequent. While Governor 
Harding had not solicited another term of 
office, the American Bankers Association 
and many bankers urged his reappointment. 


“Drastic Deflation’”’ Policy 


the most interesting part of 
Governor Harding’s book deals with the 
deflation policy of the Federal Reserve 
Board. It is revealed that, but for the ob- 
jections of the treasury to the raising of 
the rediscount rates because this step would 
force the government to pay a higher rate 
on its own borrowings, the Federal Reserve 
Board would have applied the brakes much 
earlier to prevent inflation in the United 
States. 

Governor Harding points out that the 
Federal Reserve Board, in June, 1918, sent 
out a circular to the banks urging the “ex- 
ercise of discriminating judgment in grant- 
ing credits” and advocating a policy looking 
to the gradual, but general, curtailment of 
credit. Recalling how prices kept advancing 
to higher levels during the post-armistice 
boom, Governor Harding reveals that in 
April of 1919 the Board gave “serious con- 
sideration” to the suggestions made by 
“several” of the Federal Reserve Banks that 
the discount rates be advanced, but was 
forced to forego this idea because “treasury 
authorities” opposed it on the ground that 
raising rates would interfere with the 
flotation of the $4,500,000,000 issue of Vic- 
tory notes and that the Secretary of the 
Treasury believed the rate of interest should 
not be substantially higher than on the Third 
and Fourth Liberty Loans. As early as 
August, 1919, Governor Harding said that 
he was “personally anxious” to have the dis- 
count rates advanced but Assistant Secretary 
of the Treasury Leffingwell opposed it. 

“The treasury was unwilling to offer 
certificates at a rate which would make them 
salable on the market without the artificially 
low rate maintained by the Federal Reserve 
Banks and said that an advance in the rate 
on paper secured by certificates would 
seriously embarrass the treasury,” he said, 
in explaining why the authorities wanted 
low rediscount rates continued. 

Early in September, 1919, the Federal 
Advisory Council met in Washington and 
decided at the morning session to recom- 
mend that all discount rates be advanced, 
but Mr. Leffingwell induced the council to 
withheld the recommendation. The treasury, 
at that time, stated that it would not stand 
in the way of an advance at the first of the 
following year. A fractional advance in 
rates was made in December, 1919, and sub- 
stantial advances early in 1920. 

Just before Carter Glass retired as Sec- 
retary of the Treasury, the Governor recites, 
he transmitted a letter to the Board in which 
he expressed the hope that the “Federal 
Reserve Banks would not rely wholly or too 
heavily for the prevention of the abuse of 
the facilities of the Federal Reserve System 
upon the increased rates which had been 


established,” but urged the Reserve Banks to 
take leadership in bringing about the read- 
justment. 

On January 6, 1920, the Board held a con- 
ference at Washington with bankers repre- 
senting twenty-five clearing house associa- 
tions throughout the country, because at that 
time there was a renewed tendency among 
banks to increase rates of interest paid on 
deposits and bank balances. Calling atten- 
tion to the great expansion which had taken 
place in the credit structure and urging the 
banks to discourage non-essential loans so 
that they might expand or contract their 
loans according to the industrial and com- 
mercial requirements of the country, Gov- 
ernor Harding warned the bankers that it 
was “going to be necessary perhaps to raise 
rates beyond the present level,” adding that 
while he was not present “to make a 
prophecy” the bankers should bear in mind 
that a further rate increase is a contingency 
that must be reckoned with.” “TI stated that 
it should be distinctly understood by bankers 
throughout the country that the Board could 
not be hampered in its approval of discount 
rates for Federal Reserve Banks by any 
arrangement made by banks or association of 
banks, as to rates of interest which were 
made dependent upon Federal Reserve Bank 
discount rates,” he says. 


“The Crime of 1920” 


ECALLING that the spring of 1920 

saw a manifestation of public disfavor 
of the decreased purchasing power of the 
dollar, as evidenced by the “wear overalls 
movement” and a horizontal reduction of 
20 per cent. on many of the articles carried 
in the stock of a large department store in 
New York, Governor Harding recounts how 
the Board deemed it time to discuss and 
analyze the credit situation throughout the 
country. The Federal Advisory Council had 
notified the Board that it would hold its 
regular quarterly meeting on May 17 in 
Washington. 

“In order to ascertain the views of a 
larger number of dispensers of credit than 
were represented by the twelve members of 
the Federal Advisory Council,” he says, “the 
Board extended an invitation to the three 
‘Class A,’ or banker directors of each 
Federal Reserve Bank to meet the Council 
and the Board in Washington on Tuesday, 
May 18, 1920. This conference has often 
been referred to by extreme critics as ‘the 
great conspiracy’ or ‘the crime of 1920.’ 
It had been known for several days in 
advance of the meeting that this conference 
would be held, and the fact that it had been 
held was immediately given to the press, 
which gave the public an outline of the pro- 
ceedings. A comprehensive account of the 
conference appeared a few days later in the 
Federal Reserve Bulletin for June.” 

In his opening address, Governor Harding 
recalls how he pointed out that there had 
been an eleven billion dollar banking credit 
expansion since 1914 and, after analyzing 
conditions, told the meeting that “the banks 
should lean less heavily upon the Federal 
Reserve Banks, and rely more upon their 
own resources. Unnecessary and _ habitual 
borrowings should be discouraged, and the 
liquidation of long-standing non-essential 
loans should proceed. Drastic steps, how- 
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ever, should be avoided and the methods 
adopted should be orderly.” 

“Toward the end of the conference there 
was some discussion of the possibility of a 
further advance in discount rates and of the 
effect which might be expected,” he con- 
tinued. “It had always been the policy of 
the Federal Reserve Board, and has con- 
tinued to be up to the present time, to dis- 
courage any public discussion by Federal 
Reserve Bank officers and directors of pos- 
sible changes in discount rates and, as the 
conference was about to adjourn, I cautioned 
those present to refrain from making any 
statements which might give the impression 
that a further advance in rates was in con- 
templation. It was not certain that the 
rates would be advanced and it was obvious 
that any public discussion of the possibility 
by any member of the conference would 
have a disquieting effect without producing 
any good result. The records show that, 
exclusive of members of the Federal Re- 
serve Board, there were forty-nine persons 
present at the conference, representing every 
Federal Reserve district. 

“The suggestion made in my _ con- 
cluding remarks that nothing be said about 
possible changes in discount rates has been 
seized upon by one of the Board’s most ir- 
reconcilable critics as conclusive evidence 
of a design that those present at the meeting 
should profit from advance information 
which was to be withheld from the general 
public. As a matter of fact, no one at the 
conference was in a position to know that 
any changes whatever would be made. 
Changes in discount rates must first be pro- 
posed by the directors of a Federal Reserve 
Bank and to become effective must be ap- 
proved by the Federal Reserve Board. It 
was manifestly desirable that the impressions 
created upon the public mind by the con- 
ference should be reassuring rather than 
alarming, and, as it had always been the 
policy of the Board not to discuss discount 
rates with representatives of the press, it 
seemed to be advisable to call the attention 
of the bankers present to this fact. 

“Much has been said in the halls of Con- 
gress and elsewhere of the ‘murderous de- 
flation’ alleged to have taken place during 
the year of 1920. As far as the Federal 
Reserve System was concerned, there was 
no contraction of credit or currency during 
that year. On the contrary, there was a 
substantial increase during the year both in 
the amount of bills discounted and of 
Federal Reserve notes in circulation.” 

Mr. Harding adds, with evident satisfac- 
tion, that the Joint Commission of Agricul- 
tural Inquiry had found that there was no 
grounds for the charge that the Federal 
Reserve Board had deflated the farmer and 
had discriminated against the farmer in ex- 
tending credit. 


Upholds Discount Policy 


concluding the book, Governor Harding 
discusses the criticisms leveled against 
the Reserve Board for having no consistent 
discount policy and for lacking a definite 
policy as to gold and open market opera- 
tions. He takes the view that the Board 
pursued the only course it could under the 
very trying circumstances. 

“Beginning with the year 1920, and con- 
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IFINANCING 


THE FARMERS OF AMERICA| 


Farming is the key ‘industry of the United 
States. The economic welfare of the Nation, 
present and future, depends upon keeping 
the country agriculturally self-supporting. 


FULFILLING A NATIONAL NEED 
—— Through Joint Stock Land “Banks. 


Cfo life-blood of all industry is credit. With- 
out adequate credit, at economical rates, no 
industry today can survive. This is just as 
true in the business of farming as in the 
fabricating of steel. Certainly, nothing is 
more important to the life of this country 
than the production of daily food for its one 


most far reaching and constructive legislative 
achievements ever placed upon the statute- 
books of the country. It is comparable, in 
the magnitude of its economic results, with 
the Federal Reserve Act. 


The Joint Stock Land 
Bank’s Mission 


\ 


\\ 


hundred and thirteen millions of people. 


Inadequate Banking 
Long Handicapped Farming 

Our great manufacturing industries for time 
past have enjoyed banking credits on equit- 
able bases. The farming industry, with no 
great organization of friendly banking inter- 
ests, was, however, decidedly handicapped 
But, since land values and man’s capabilities 
to produce the necessities of life form the 
bulwarks of credit, it is obvious that an in- 
dustry, so vital to daily life and so essential 
to general good-business, eventually would 
find adequate banking facilities. 


A Prattical Remedy 
The creation of the Federal Farm Loan 
Bureau, in 1917, supplied, in a large measure, 
these facilities. The act which created the 
banking system, of which Joint Stock Land 
Banks are an integral part, was one of the 


Through Joint Stock Land Banks the respon- 
sible farmer can now borrow for strictly agri- 
cultural purposes, On an economically sound 
basis. These Joint Stock Land Banks operate 
under Government supervision; all loans they 
make must be approved by the Government. 


The bonds which are sold by these Banks are 
secured by Government-scrutinized loans; are 
held to definite requirements as to margin 
of safety by Federal statutes; and have been 
declared, by the United States Supreme Court, 
to be instrumentalities of the Government. 
They are as completely exempt ftom taxation 
as are First 314% Liberty Bonds. 


Thus, through Bonds of Joint Stock Land 
Banks is provided the capital required in the 
sound development of our farming industry; 
and also tax exempt, marketable investment 
securities, based upon the soundest kind of 
diversified security. 


[he Guy Huston Organization —A complete organization of finan- 
cial, land and bank specialists — affords Joint Stock Land Banks 
a broad, basic and helpful service. The facilities of this Organization 
are extended not only to Joint Stock Land Banks, but to Investment 
Bankers and institutions desiring information or reports cover- 
ing any phase of Joint Stock Land Bank operations or securities. 


GUY HUSTON 
ORGANIZATION 


61 BROADWAY 
NEW YORK 


an 
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Three Widely Diversified 


Electric Light and 
Power Issues 


that merit the consideration of the most 
conservative banker 


A One-Year Issue Yielding 6.00% 


General Power and Light Company 
One Year Mortgage Lien 6% Gold Notes 


Due September 1, 1926 


The Company serves a population in excess of 60,000 
in highly prosperous communities representing such 
diversified interests as agriculture, mining, manufac- 
turing, dairying and live stock in Michigan, Arizona, 
Kentucky, Nevada, Utah, Wyoming and Idaho. 

Net Earnings for the year ending June30, 1925, over 
three times annual interest charge. 

Price Par and Interest to Yield 6.00% 


A One-Year Issue Yielding 6.50% 


Continental Gas, Light & Power Co. 
One Year 6% % Gold Notes 


Due August 15, 1926 
The Company furnishes without competition all the 
electric light and power in numerous prosperous and 
growing communities in Texas, New Mexico and 
Louisiana serving a population in excess of 35,000. 
Net Earnings for the year ending June 30,1925, were 
more than five times interest charges on this issue. 


Price Par and Interest to Yield 6.50% 


An Eight- Year Issue Yielding 6.75% 
Southwestern Gas, Light & Power Co. 


8-Year General and Improvement Mortgage 


6% Gold Bonds 
Due April 1, 1933 
The Company’s plants, located within a radius of 100 
miles of Fort Worth, Texas, supply without compe- 
tition electricity or gas to a number of substantial and 
prosperous communities in rich agricultural territory 
with a population in excess of 35,000. 

Net Earnings for the year ending December 31, 
1924, were more than five times interest charges on 
this issue and over 2% times interest charges on total 
bonded debt. 

Price 98 and Interest to Yield over 6.75% 


Descriptive circulars of these and other high 
grade securities furnished upon request 


Hyney, Emerson & Co. 


39 South La Salle St., Chicago 
MILWAUKEE 


KALAMAZOO 


tinuing up to the time I left the Board, the 
discount rates which were approved from 
time to time for the various Federal Reserve 
Banks, while lower in some districts than 
the average going rate, were related to the 
current market rates in the larger centers,” 
Governor Harding states. “In regarding 
market conditions and rates as the chief 
factors to be considered in the establishment 
cf a Federal Reserve Bank rate, the Board 
and the banks adopted a principle which has 
long been recognized and put in practice by 
central banks in other countries. Some 
economists both in this country and abroad 
have during the last two or three years sug- 
gested that the Federal Reserve Bank rates 
should be based upon the general price level. 

“In view of present conditions the Federal 
Reserve Board is perhaps in better position 
to consider the merits of such a suggestion 
than it was at any time during my connec- 
tion with it, but so far it has given no 
intimation that it is willing to reverse a 
policy repeatedly declared, and try the ex- 
periment of making the general price level 
the determining factor in the rate structure. 
It would seem that such a determination 
would put the Board in the attitude of as- 
suming to be the arbiter of prices, and that 
then an advance or reduction in rates would 
reflect the Board’s opinion that prices were 
too high or too low, as the case may be, and 
proclaim its intention to attempt to rectify 
them. 

“The question then arises, Would the 
country be willing to commit so important 
a question as the fixing of a proper price 
level to any board or commission? Any 
announcement by the Federal Reserve Board 
of a purpose to control prices by means of 
discount rates would, in my opinion, lead to 
the destruction of the Federal Reserve Sys- 
tem. Nor is it certain that any advance or 
reduction in Federal Reserve Bank discount 
rates would synchronize with changes in the 
price level. The substantial advances in 
rates, which were made in January, 1920, 
were not followed by a decline in the general 
price level until July, and the successive 
rate reductions which were made in the year 
1921 and early in 1922 were not followed 
by a higher price level until the autumn of 
1922. Low discount rates have prevailed 
since July, 1923, but for a year there was 
no general advance in prices. 


Rediscount Rate Changes 
Have Little Effect 


667 QD EDERAL Reserve Bank rates usually 
have little effect upon the cost of 
credit to the small producer and distributor, 
and certainly the cost to credit is only one 
of the many factors which enter into the 
costs of production and the determination 
of prices. In recent years, it has not been 
the fashion to say much about the old 
economic law of supply and demand; but 
nevertheless this law invariably asserts it- 
self, whether the thing affected is an agricul- 
tural commodity, or a manufactured product, 
or credit. Because of the war emergency, 
and as their contribution to the inflation 
which the exigencies of war finance seemed 
to make necessary, the Federal Reserve 
Banks maintained artificially low rates 
through the years 1917 and 1919. 
“Now that they are in position to maintain 
rates based upon actual or impending con- 
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ditions in the money market, it would be 
the height of folly for them to disregard 
tthese conditions and, in an effort to control 
prices, to resort to arbitrary and artificial 
rates entirely unrelated to market conditions. 
The law requires that Federal Reserve 
Bank rates be ‘established with the view 
of accommodating commerce and business.’ 
These rates when properly adjusted have a 
stabilizing effect and prevent violent fluctua- 
tions in the money market, and in this way 
may exercise a corrective influence; but it 
would seem that this influence can be ex- 
erted more safely and effectively by the 
maintenance of a proper relationship of 
Federal Reserve rates to market rates and 
conditions which normally are responsive to 
the requirements and activities of commerce 
and business.” 

Asserting that “right or wrong, the 
treasury policies dominated the rate policy 
of the board during the war,” Governor 
Harding discusses the finding of the Joint 
Commission of Agricultural Inquiry that re- 
gardless of the apprehensions of the treas- 
ury, the Board should have raised the redis- 
count rates early in the year 1919. 

The commission, he points out, appears to 
have overlooked the fact that technically 
the country was still at war. In event the 
Board should have sought to obstruct the 
treasury, the President, under the Overman 
Act, had the power to transfer any function 
of the Federal Reserve Board to the Secre- 
tary of the Treasury. 


Commissions 
(Continued from page 272) 


Hawaii—C. D. Lufkin, president, Bank 
of Maui, Wailuku. 

Philippine Islands—Michael H. O’Malley, 
president, Philippine Trust Company, 
Manila. 

Porto Rico—To be elected. 


Vice-Presidents in Foreign Countries 


Bolivia—H. S. Denniston, general man- 
ager, Denniston & Co., La Paz. 

Canada — W. G. Gooderham, president, 
Bank of Toronto, Toronto. 

China—F, J. Raven, president, Amer- 
ican-Oriental Banking Corporation, Shang- 
thai. 

Cuba—G. de Zaldo, Zaldo & Co., Havana. 

Guatemala — George B. Soto, director, 
Banco Colombiano, Guatemala. 

Isle of Pines—Robert Irwin Wall, presi- 
‘dent, National Bank & Trust Company, 
Nueva Gerona. 

Mexico—Adolfo Bley, president, Banco 
‘de Sonora, Hermosillo, Sonora. 

Panama—Prospero Pinel, manager, Ban- 
o Nacional de Panama, Panama. 

Venezuela—A. V. Burn, manager, Royal 
Bank of Canada, Ciudad Bolivar. 


So many subjects of vital interest to busi- 
ness and banking are covered in this issue of 
‘tthe JourNAL that banks might well see that 
‘every important officer and every promising 
junior is supplied with a copy. Extra copies 
should be ordered promptly. 


AN 


CoLLins RESPONSIBILITY 
IS YOUR SAFEGUARD 
IN ADVERTISING 


wo you buy advertising service you 
are investing your money with the 
expectation of getting it back with a profit 
through increased business. Not all adver- 
tising shows a profit. Therefore you must 
have confidence that the concern from whom 
you buy knows it business and that it will 
deliver what it promises. 


SIZE usually indicates responsibility. Col- 
lins is the largest concern in the country 
furnishing bank business-building service. 


RATING is the banker’s yard-stick of 
financial strength. You will find Collins 
credited with the highest rating given by 
Dun’s and Bradstreet’s. 


VOLUME OF BUSINESS is impor- 
tant. Although Collins was already far 
ahead in number of clients, last year showed 
an increase of 59 per cent. 


In short you can safely buy Collins Service. 
It is used by bankers who know that 
tremendous immediate returns from adver- 
tising are as rare as enormous speculative 
profits. They are wary of new advertising 
“schemes.” They prefer to keep their feet 
on solid ground. 


Send for free booklet, ‘‘ What Does 


more about Collins ret Does | 
Experience Mean to You?” 


THE Co.uins SERVICE 
230 COLUMBIA AVENUE 
PHILADELPHIA 
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Governor Harding’s Story 


OF THE 
eral Reserve System 


including many unpublished facts on deflation 


HE distinguished author tells, in an interest- 
ing narrative style, of the principal problems 


encountered in setting up the new financial sys- 


; in adjusting its operations to finance the 


nation’s war-time requirements and, in develop- 
ing the discount market. 


Revealed, for.the first time, is the whole truth 
about the Federal Reserve Board’s part in defla- 


. How the Treasury intervened to prevent 
dvance in discount rates when the Reserve 


banks first planned to check over-expansion is 
related. The book, bringing American banking 
history up to date, is the most enlightening finan- 
cial document published during the last ten years 


Without having an interview or any direct commu- 
nication from President Wilson, Mr. Harding was 
nominated as a member of the Reserve Board. This 
revelation is only one of the numerous interesting 


sidelights that make the book highly readable. 


HOUGHTON MIFFLIN Boston 


{ Use This Coupon } 


MIFFLIN CO., 2 Park Street, Boston, Mass. 
me postpaid a copy of THE FORMATIVE PERIOD OF THE 


FEDERAL RESERVE SYSTEM by W. P. G. Harding. I enclose $4.50 in 


Farm Problem 
(Continued from page 206) 


go ahead blindly running full capacity, put- 
ting their commodity upon the market at 
whatever price may be offered. In agri- 
culture alone have the methods of market- 
ing made no improvement, except as to the 
sale of those products which are now be- 
ing marketed through cooperative commod- 
ity marketing associations. Indeed, while 
the farmer generally has retained his old 
methods, they have lost much of their origi- 
nal efficacy because of the tendency towards 
organization on the part of purchasers of 
his product. The number of sellers has 
constantly increased while the number of 
purchasers has as constantly decreased. 

Agriculture, therefore, finds itself with 
its millions of members freely competing 
among themselves while it is obliged to sell 
its products in a highly organized industrial 
and commercial world. Now, if the farmers 
are to put themselves upon terms of equality 
with the great industries of the country, 
they too must organize. It is not desirable 
that they should imitate the great industries, 
adopt the corporate form of organization 
and operate their farms through corporate 
management. It would weaken our whole 
social structure if our millions of farmers 
were to surrender their individualism in this 
way. Nor is it necessary. 

While much improved efficiency in pro- 
duction is still possible, the farmers have 
made and are making constant progress in 
this respect. The problems which press 
hardest upon him today are concerned with 
the marketing of his products at a price 
which will enable him to live and to go on 
producing. He must find some way to re- 
store the proper relationship between the 
prices he receives for his products and the 
prices he pays for other commodities. The 
devotee of the laissez faire philosophy in- 
sists that in process of time, under the oper- 
ation of economic laws alone, this relation- 
ship will be restored. Perhaps he is right. 
The report of the Secretary of Agriculture 
for 1923 states that during that vear 10 per 
cent of the farms in Michigan alone were 
abandoned and 13 per cent more only par- 
tially worked. Indeed, I think I may safely 
say that there is not an agricultural state in 
the country in which there are not at the 
present time fallow fields. As things stand, 
this tendency will continue until farm pro- 
duction will fall so low that there will be a 
real scarcity of farm products and farm 
prices will rise to an even higher level than 
would be desirable. In the meantime, a 
large portion of the farm population will 
go bankrupt. Certainly this is not a pleas- 
ing prospect from the standpoint of either 
the producer or the consumer of farm prod- 
ucts. If we would avoid this ruin, I see but 
one way out. The farmer, too, must or- 
ganize for the purpose of marketing his 
products. Cooperative farm marketing as- 
sociations are no longer an experiment. In 
Denmark and Holland they have existed 
longest and perhaps have achieved their 
greatest success. In California the fruit 
growers for many years have been suc- 
cessfully marketing their product through 
cooperative associations. More recently the 
cotton growers of the South and the to- 
bacco growers of America have made sub- 


October, 1925 


| 
7 
‘ 
| 
| | 
| 
| 
— 
|| Just Published +> Order Your Copy Now 


2 


October, 1925 


Three Ohioans—R. W. Firestone, of 
Lisbon; Fred S. Stever, President, 
The Merchants National Bank of De- 
fiance; S. J. Brister, Cashier, The 
State Savings Bank Co., Dover 


stantial progress. There are innumerable 
other instances. Wherever cooperatives 
have been employed, there you will find 
agriculture in its best estate. 

There are powerful interests, of course, 
which oppose this movement. They are 
aggressive, for they think they see large 
profits disappearing if the farmers organize 
and put their business upon a modern busi- 
ness basis. Their number is small compared 
with the great army engaged in the pro- 
duction, distribution and merchandising of 
commodities. With a zeal, however, which 
self-interest always inspires, they are likely 
to impose their views upon chambers of 
commerce and other like organizations. 
Even though the great majority of these 
bodies have a feeling that agriculture must 
organize in order to fit into the modern 
business world, they are too likely to yield 
to the insistent and vocal minority which 
feels that its own interest is jeopardized. 
These organizations could give a mighty 
impetus to the movement if they would. 

While men of the widest vision in the 
business world see the necessity of organiza- 
tion among farmers, this good will of busi- 
ness is largely thwarted when it comes to 
a specific case in the community. Business 
generally, for fear of offending one or two 
of its members who might be directly af- 
fected by the organization, is prone to with- 
hold its sympathy, if indeed it does not 
actually put obstructions in the way of or- 
ganization. For its own security business 
must overcome this timidity. 

Farmers’ cooperative marketing associa- 
tions, however, are making real progress. 
Some have failed. Doubtless others still 
will fail. The mortality among them, how- 
ever, has been no greater than among new 
business organizations of any other kind 
of which I know. We have been gather- 
ing a large fund of experience which will 
enable not only those already organized but 
new ones yet to be, to avoid largely the 
errors of the past. They are destined one 
day to occupy the entire field, for there is 
no other way out. Just when that happy 


AMERICAN BANKERS ASSOCIATION JOURNAL 285 


ncreased 


Measured 
from the 
Standpoint of; 


Every bank is constantly striving to increase its 
volume of business. 
any other organization. 
the general scope of bank service has been so 
broadened, in recent years, that it reaches nearly 
all human activity. 


In that respect it is like 
And toward that end 


Consequently, banking has made tremendous 


progress. 


reater 
restige 


Public 
Confidence 


public. 


business. 


in commerce and industry. 
way for further increase of bank business which 
is often neglected. That is the education of the 


It is today reckoned as a vital factor 


Yet, there is one 


Most people do not understand finance; or the 
vital importance of thrift, economy and sound 
Teach them those fundamentals— 
and you also make them better citizens and 


better bank customers. 


Increased 
Dusiness 


With that purpose in mind, our Bank Review 
is published. 
their customers and prospects a better under- 
standing of those things. 


It co-operates with banks to give 


And in that way it 


helps create prestige, confidence and increased 


business. 


A line from you will bring a current issue of 
the Review, and complete details of our propo- 


sition. 


INVESTMENT-ADVERTISING-COMPANY 


10 South 
LaSalle St 


CHICAGO 


‘Telephone 
M ain 4140 


day shall come no man can tell. It depends 
largely upon the farmers themselves. 

I can foresee the day, though, I think, 
when everything produced upon the farm 
for the market will be marketed by the 
farmers themselves through an organization 
of their own creation. I like to think of the 
time when everything I produce upon my 
farm I can deliver to my own association 
in full confidence that as much intelligence 
and as large a bargaining power shall be 
exhibited by those representing me in the 
sale as are already exhibited now on the 
part of the buyer. I like to think of the 
time when the representatives of all these 
great farmers’ organizations shall meet in 
a congress once a year and shall there work 
out a program for the future, just as other 
industries now meet annually for the pur- 


pose of forming an intelligent and coopera- 
tive program for the year. At such a meet- 
ing, if it shall appear that one branch of 
agriculture is expanding more rapidly than 
conditions warrant, steps will be taken to 
restore the balance as between that and the 
other activities of the farm. In this way 
we shall achieve a balanced agriculture. 
Even more desirable, however, we shall re- 
store the proper balance between agricul- 
ture—the greatest of all industries—and 
other business activities in this organized 
world in which we find ourselves. This is 
not the problem of agriculture alone. It 
is the problem of all. Because there can 
be no enduring prosperity .unless all the 
principal industries which go to make up 
the commercial world, keeping step with 
one another, shall march abreast. 
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THE 
FOREMAN 
BANKS 


FOUNDED 1862 


We invite the business of 
banks, corporations, firms 
and individuals on our 
63-year record. 


‘A big, friendly institution where the spirit is 
democratic and it is a pleasure to do business”’ 


The Foreman National Bank 


The Foreman Trust and Savings Bank 


La Salle and Washington Streets, Chicago 


Combined Capital, Surplus and Undivided Profits exceed 


$10,000,000 


Rail Consolidations 
(Continued from page 236) 


afford to pay for transportation in the past 
and carry on a successful enterprise. It is 
idle to expect of the railroad management 
that it can relieve the distress of the pro- 
ducer by reducing carriage charges below 
the cost of the service rendered. Therefore 
we must work out the problem of carrying 
the product of the field and the factory to 
its ultimate market of consumption at re- 
duced rates along lines that can be most 
economically operated. 

During the Great War the congestion of 
freight at many ports on the eastern sea- 
board became so great that the government, 
in order to relieve the situation, was com- 


pelled in part to abandon the old routes of 
transportation and ship the goods to meet 
the steamship lines at ports far removed 
from those they had travelled to in the past. 
It is true that this was a war condition but 
with the growth and development of the 
country it will not be many years before this 
condition will arise again to confront us as 
a peace problem. It is entirely natural that 
a railroad system should endeavor to haul 
a cargo of freight to the greatest possible 
distar, along its own lines. On the other 
row) be not in the public interest that it 
shoul@®<ontinue to do so when the public 
can be-served by a shorter haul and served 
as well at less cost. Of course, the shipper 
can rove his own freight to such destination 
as he desires, but if the transportation sys- 
tem of our country is not organized to 
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handle that freight at the point where the 
cost of carriage will be the least, then the 
shipper of necessity must accept the condi- 
tions which confront him. 


What Shall Development 
Regard? 


F, in the consolidation of the railroad 

lines under the Act of 1920, the extended 
lines are allowed to develop solely in the 
interest of the capital invested seeking to 
serve the public by carrying the freight just 
as far as it is possible in order to increase 
the earning capacity of the carrier, we need 
not expect much relief or a real service to 
the public coming from the new system of 
reorgangation. 

On the other hand, if the Interstate Com- 
merce Commission, acting under the author- 
ity that Congress had conferred upon it, is 
wise in its day and generation and has the 
vision to look into the future and to make 
the transportation of freight a means to an 
end and not the end itself, great good may 
come to the producers of America out of the 
new and consolidated railroad systems. 

It is true that under the law the Commis- 
sion has no power to enforce consolidation 
along lines that are not accepted by the cor- 
porations now engaged in the business. On 
the other hand, the corporations have no 
power to work out lines of consolidation 
that are not agreed to by the Commission. 
If the point is reached where the Interstate 
Commerce Commission, representing the 
public, cannot agree on lines of consolida- 
tion with the owners of the railroads the 
status quo will remain and the Congress 
will still retain power to act. Should the 
Commission agree to lines of consolidation 
that in the end will prove unsatisfactory to 
the shipping interests of America, new cor- 
porations will become organized, their lines 
will become vested rights under the Con- 
stitution and the laws of our country, and 
there will be no way for the Congress to 
change them short of acquiring them for 
the government, which is a danger that all 
men should seek to avoid. 


Take Transportation Question 
Out of Politics 


| ie my judgment the greatest boom that 
could come to the capital invested in our 
railroad systems would be to work out a 
settlement that would be satisfactory and 
approved by the public that would take the 
entire transportation question out of politics 
and establish rates that would be so reason- 
ably permanent that the business of the 
country could depend on them for its future 
development. This can only be done finally 
and satisfactorily under a plan that has 
the public confidence and the public approval. 
Therefore it is of the utmost importance 
that the jury to try the case should be 
representatives of all of the conflicting in- 
terests of America. 

Unfortunately this is not true, either from 
the standpoint of the producer and the 
shipper, or from the territorial location from 
which the Commission comes. I have no 
criticism to make against the character, 
attainments, or honesty of purpose of the 
members of the Commission, but I do know 
that all men’s environment to a greater or 
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Alabamians at the Convention—(left 
to right)—K. W. Berry, of Birming- 
ham; D. P. Bestor, of Mobile, and 
Crawford Johnson, of Birmingham 


less extent affects their judgment and that 
the part of the body politic which is actually 
represented on the governing body is far 
more likely to attain a decision that is favor- 
able to its local viewpoint than the mass un- 
represented and on the outside. 

Since the organization of the Interstate 
Commerce Commission in 1887 when it had 
but five members—and now it has more than 
double that number—the south and the west, 
viewed either from the standpoint of their 
territory, their population, or their produc- 
tion, have been deprived of equal and just 
representation on the Commission. 

As the matter stands today if you were 
to draw a straight line across the United 
States from the city of Baltimore in the 
east to the city of San Francisco in the 
west, you would find that every member of 
the present Commission was a resident of 
the territory north of that line at the time 
of his appointment. 


Nearly Half of United States 


Unrepresented 


E are facing the solution of one of the 

most momentous questions that has 
confronted the business life of our people, 
and yet the court that shortly will try and 
decide the case has not among its members 
a single representative from a territory that 
comprises nearly one-half of the entire area 
of the United States, extending from the 
Pacific to the Atlantic Ocean. 

Why this is so I need not say, nor is it 
likely that good can be accomplished by 
holding a post-mortem on the errors of the 
past, but I do say that if we wish a complete 
and satisfactory settlement of the problem 
of railroad consolidation, and a permanent 
basis established that will take the railroads 
out of politics, serve the producers of the 
country, and become a final determination of 
the matter, fair and just representation must 
be given on the Commission to that territory 
that stands unrepresented today, before the 
last decree is rendered proclaiming the 
permanent lines of railroad consolidation. 
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Immediate Returns for Southern Collections 


Trust Department 
Bond Department 
Savings Department 
Domestic and Foreign Exchange 
Safe Deposit and Storage Vaults 


Building and Loan 


(Continued from page 223) 


building and loan association can pay its 
higher rate because law, and its own con- 
ception of how patrons should be treated, 
allow it to fling every thought of reserves 
and of diversified investments to the winds. 
On that acount it can get 6 per cent on all 
of its funds except the small amount of cash 
which most associations carry. In _ short, 
because they obey the law and the dictates 
of sound banking, the banks are being 
worsted by thoroughly honest but misguided 
groups of men, who have no reserve laws to 
coerce them, and who are not disposed to 
pay any heed to the lessons that banking 
experience teaches. 


Fall Back on Banks 


HERE is a sort of grim humor in the 

defense which the building and loan man 
offers when you charge him with neglect 
in the matter of reserves. He points to the 
balance that he carries in some bank as 
giving adequate preparation for all demand 
liabilities. This may be. equal to no more 
than 2 per cent of these liabilities, but a 
bank balance gives the right to borrow ex- 
tensively from the bank in time of need. 
Of course, what this means is that the bank 
is compelled to take care of its own reserve 
requirements and those of the association as 
well. The fallacy of any such reserve idea 
must be apparent to bankers. The trust com- 
panies in their earlier days tried a similar 
practice with regard to reserves and eventu- 
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EVERY DOLLAR THAT HAS BECOME DUE ON FIRST MORTGAGE 


BUILDING BONDS SOLD BY US HAS BEEN PAID TO EVERY INVESTOR 


The Greatest Factor 


of Safety 


HE investor’s great: est factor of 
safety lies in the financia! respon- 
sibility, experience and successful 


record of the house with which, he 
does business. 2 


With capital and surplus in! Pxcess of 


$7,000,000 * 


built up over many years of faithful 
investment s2rvice American Bond & 
Mortgage ch. occupies a pre-eminent 
position in the First Mortgage Bend 
Investment business. The issues ofter- 
ed by this Company are recognized as 
“The Foremost First Mortgage Real 


Estate Security.” 


ing 642%. 


ESTABLISHED 1904. 


127 North Dearborn St., Chicago 
Detroit Cleveland Philadelphia 


The name “American Bond & 
Mortgage Company” 
surance to thousands of investors of 
a high standard of safety. 


Write today for literature describing 
a new and attractive bond issue yield- 
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AMERICAN BOND & MORTGAGE Co. 


AN OLD RESPONSIBLE HOUSE 
Capital and Surplus over $7,000,000 


is satisfying as- 


INCORPORATED 


345 Madison Ave., New York 


Boston And over 30 other cities 


ally abandoned it because unpleasant experi- 
ences and the coming of a greater sense of 
responsibility among trust companies made 
this policy obnoxious. The present practice 
of building and loan associations must 
eventually be discarded. They must cease 
to unload their own reserve burdens upon 
others and must -make their own prepara- 
tions for withdrawals of funds that are, to 
all intents and purposes, demand obligations. 

Other grounds for complaint exist. The 
supervision of associations by states is often 
little better than no examination at all. The 
widespread impression that the state keeps 
its stern eye just as diligently upon the 
doings of building and loan associations as 
upon the actions of the banks is far from 
true. Only when a single state department 


has oversight of both banks and associa- 
tions is equal rigor of examination and su- 
pervision obtained. The existence of a 
separate state department to supervise build- 
ing and loan associations is almost certain 
to mean a lower quality of oversight. The 
really ghastly failure of the Municipal 
Building and Loan Company in Cleveland 
brought to light the fact that the separate 
state building and loan department had 
temporized for years with the growing evil 
within this association of staking too large 
a fraction of its funds on the operations of 
a single group of real estate operators. 
Any bank that followed a similar course of 
lending too heavily to its own insiders would 
have been brought to book very abruptly by 
the state bank commissioner. 
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On the Boardwalk—(left to right)— 

Mr. and Mrs. A. B. Soal of Tamaqua, 

a.; Mr. and Mrs. F. B. Keller of 
Schuylkill Haven, Pa. 


The whole trend of state supervision is 
to be much more lenient with building and 
loan associations than with banks, and the 
laws that govern daily operations of banks 
forbid many a transaction that building and 
loan associations can make without let or 
hindrance. Few states, it is true, have been 
quite so lackadaisical as Indiana, which, by 
Section 4 of its Building and Loan Law, 
virtually turns over to each building and 
loan association the privilege of being a 
legislature all by itself, and of enacting all 
of the essential laws to govern its own con- 
duct, but there is a surprisingly general dis- 
position among states to have few statutes 
to cover such associations and to let the by- 
laws of each association represent about the 
only rules for behavior that it must heed. 
The banks are quite justified in complaining 
when competitors that are thus laxly gov- 
erned and supervised are gaining large sums 
from a public that thinks state law and con- 
trol are equally rigorous for both. 

The states and the nation are often unduly 
kind to the associations in the. matter of 
taxation. The exemption from Federal 
taxation of income from building and loan 
shares brought a protest in the United States 
Senate from Ohio’s own senator, and it be- 
came a law more by parliamentary ruse than 
from considerations of public welfare. Many 
an association has flaunted this exemption in 
its advertising as another reason _ besides 
high rates of interest why depositors should 
withdraw their funds from savings banks 
and place them instead in building and loan 
deposits or shares. There is not a fragment 
of evidence that this exemption is helping 
to foster home ownership in this country, 
although that was the sole defense for the 
law that grants exemption. 


Misleading Advertising 


ag another just cause for complaint is 
the advertising of some associations that 
frankly uses the term “deposits” to describe 
what are actually instalment payments for 
building and loan shares, and that thus fos- 
ters the thoroughly inaccurate impression 
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National Bank Examiners at Conven- 

tion—John W. Pole, Chief National 

Bank Examiner, Washington, D. C., 

and Owen T. Reeves, Jr., Chief Na- 

tional Bank Examiner, New York 
City, on the right. 


that there is no difference between a deposit 
in a savings bank and an investment in such 
an association. Then, there is the practice 
among some associations of putting upon 
their doors and windows or in their printed 
material, figures for “authorized capital” 
that are distinctly misleading. For an as- 
sociation whose total assets of every sort do 
not exceed two or three million dollars to 
advertise a figure of ten million dollars in 
this fashion as its authorized capital, there 
can be no commendable motive. Those who 
are responsible know perfectly well that 
ninety-nine people out of one hundred will 
think that this means that ten million dollars 
of someone else’s money stands between 
them and any danger of loss, or, at least, 
that this figure measures the magnitude and 
responsibility of the institution. In reality, 
the figure represents nothing at all but the 
goal for size at which the institution is aim- 
ing. Just how such advertising differs in 
principle from the arts of the blue sky pro- 
moter is not apparent. 

Such are some of the unfair conditions 
that give rise to complaint among the banks. 
When a group of men have invested their 
own capital in banking, subject to forfeit in 
whole or in part before depositors shall lose 
a penny and have made their conduct con- 
form to very rigorous state laws and state 
supervision, they have a right to protest 
when the state allows other competitors to 
enter the same field in search of the same 
patronage, but subject to no such drastic 
laws and supervision, and with no substantial 
sums to be forfeited. before the innocent 
shall lose. They have a right to complain 
also when the state actually gives these new 
competitors other advantages which permit 
them to offer higher rates of interest and 
tax exemptions as a lure for patronage. 
And ought there not also to be some protest 
in the name of the public whose savings are 
the reward for which both banks and as- 
sociations are contending ? 

Ought there not to be some enlightenment 
of the multitude as to the exact nature of 
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Corn Is King 


in the territory tributary to 
Omaha. And the corn crop 
this year is a good crop. 


As Business Improves 


and activity increases, you 
will be concerned more than 
ever with the excellence of 
your correspondent service 
in Omaha. We give these mat- 
ters prompt intelligent attention. 


THE OMAHA 
NATIONAL BANK 


OMAHA, NEBRASKA 
WALTER W. HEAD, President 


the change they make when they shift from 
one type of institution to the other? Far 
superior to any duty of the state to be just 
to those who have invested money in the 
banking business and have made themselves 
subject to drastic laws is the duty to give 
proper state protection to the millions of 
people who cannot distinguish between bank 
and building and loan association and who 
do not know the extent to which the safe- 
guards controlling the one are lacking in the 
case of the other. 


McIntosh at Convention 
Col. Joseph W. McIntosh, Comptroller of 
the Currency, was one of the prominent 
banking officials at the convention. He was 
presented to the National Bank Division but 
did not speak. 


Uniform Fundamentals 
(Continued from page 237) 


not in the code. Therefore, we could give 
a recital of some of those things, and first 
and foremost on that list would be bank 
guaranty of deposits. 


Features to Avoid 


ia there is any one thing that has dis- 
credited state banking institutions, it is 
the writing into the banking code of a so- 
called guaranty deposit law. It amounts 
to nothing more than putting a premium on 
unsafe and unsound banking. 

Next is this limited charter provision. 
The national bankers have that now as a 
very large subject; in many of our states, 
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Macon Gets Its 
Million Dollar Hotel! 


The city of Macon, Ga., is going after the tourist trade in earnest. 
Climate they already had. What was needed was a modern hotel 
that would appeal to the tastes of discriminating visitors. 


So, this organization of specialists in hotel finance was called upon 
to direct the financing of their new million dollar hotel. Con- 
struction will now go forward immediately. 


Macon, however, is but one of a hundred other cities to take 
advantage of this hotel financing service. 


Does YOUR city lack modern hotel facilities? 
tion can dispose of the necessary securities! 


This organiza- 


THE FINANCIALIST, a monthly journal devoted to the sub- 
ject of community hotel finance, has been of value to other cities 
in solving their problems. May we send it to you, gratis? Ask 
that your name be placed on our complimentary bankers’ list, 
“B-10.” There is no obligation entailed on your part. 


ieocenbury ncorpored 


Penn-Harris Trust Bidg.. Harrisbu 


we have written into the constitution of the 
state a provision that makes it impossible 
for a Superintendent of Banks to grant a 
charter for longer than a period of about 


twenty years. 

A third feature on that list should be 
the elimination, or at least the absence of 
any reference to the regulation of interest. 
This matter ought to be left entirely to the 
bankers. A banker cannot continue very 
long in business without knowing that he is 
soon going to be in trouble if he is paying 
too much interest, and he will not stay in 
business very long if he does not collect 
enough; and any attempt to deal with it by 
statutory law will bring on unsafe condi- 
tions. 

The banking department should be 
divorced from all business not related to 


rg,Penna. 


banking so as to eliminate from the duties 
of the Superintendent of Banks the re- 
sponsibility of supervising such things as 
sale of securities, license department, gen- 
eral auditing throughout the state taxation. 


Another subject which has caused quite 
a little trouble by reason of having it in the 
state banking laws is the so-called “escheat 
laws.” Every state that is unfortunate 
enough to have them is insistent that the 
Federal government adopt them, so that 
they will not be at a disadvantage with the 
national banks. 


Enforcement Is Vital 


ie a general way, this covers what I con- 
sider to be the important phases of the 
subject that should be embraced in an out- 


At Atlantic City. Left to right— 
Oscar C. Wilt, Clarksburg, W. Va.; 
W. B. Irvine, Vice-President, The 
National Bank of West Virginia, 
Wheeling, W. Va.; J. S. Hill of 
Charleston, W.Va. 


line designed for the purpose of bringing 
about uniformity in banking laws. But we 
could talk all day and we could prepare all 
kinds of outlines, and we could continue to 
investigate and study this subject for an- 
other fifty years without getting anywhere 
unless we give attention to something which 
is more important than drafting the law, and 
that is its enforcement. No one can en- 
force the law unless he has the means. 

Unfortunately, most of our state bank- 
ing departments (and I think to a certain 
extent it is true of the national depart- 
ments) are not properly equipped to enforce 
the laws that they now have, and to give 
them additional laws would only be giving 
additional responsibility without any means 
of carrying it through. 


Up to Bankers 


HE matter is all up to the bankers. 

There is very little that the supervisors, 
who hold their appointments as the result of 
affiliation with a political party or even by 
reason of their banking experience, can do. 
A superintendent of banks is at a distinct 
disadvantage if he goes before a Congres- 
sional, or any other legislative committee 
and tells them, “I need more money; my 
department needs more money.” He seldom 
if ever has sufficient courage, or what the 
legislator would regard as “gall,” to come 
before them and make that sort of state- 
ment. 

It is up to the bankers to see that the 
banking department under which they are 
operating is provided with sufficient funds 
to attract the right kind of men to go on 
the examining force and take the position as 
supervisors. 

If the bankers start with this constructive 
step and attain this objective, then it is 
time enough to take up the question of a 
better banking code. But it would be a 
shame to see a good banking code go to 
waste by not having the means by which 
to put it in force and effect. 
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Failure Preventive 
(Continued from page 251) 


that money drawn to myself and signed by 
myself. 


Talk But No Cash 


J] presented it and demanded payment. The 
A cashier there looked at me and said, 
“Governor, we ain’t going to pay it.” 

“What are you talking about? Haven't 
we got the money here?” 

“Yes, many times that, but there are 
banks all over the country that are going 
to suspend currency payment today.” 

I tried to talk legal and look wise and 
said, “Don’t you know that you are com- 
mitting us to active insolvency right here?” 

“T know that just as well as you do, but 
the whole country is going to do it and the 
jails can’t hold us all.” He said, “You 
better go home.” 

We got busy right there and organized 
a clearing house in Atchison. 

You are living in a day of cooperation 
and advancement, and this is the very thing 
that will measure up your county organiza- 
tions. The state organizations are fine. 
Now, in the last couple of years, we have 
got down to the county units, and on this 
county unit rests the responsibility of the 
solution of a better cooperation among 
country banks that will make safer bank- 
ing for America. But, it calls for some 
self-denial. It calls for somebody to do 
something, and the man who lives now who 
is not rendering any service to anybody 
else beside himself does not measure up to 
the greatest responsibility of an American 
citizen, whether he is in the banking busi- 
ness, or some other business. 


HE whole financial fabric of the com- 

munity is touched by every bank failure 
in that community. The community that 
does not have bank failures always has the 
‘best trade. 

In some way or other, the picture of cen- 
tralized power does not look right for 
American history. This is a great democ- 
racy. The banking system of America is a 
great democracy. The branch banking sys- 
tem harks back to centralized power. 

Whenever three or four banks in Canada 
can control the destiny of Canada, then the 
people who are feaving her borders are 
greater than the ones who are coming in. 

I do not want this country of ours to take 
any backward steps. I have no sympathy 
with an American who thinks that some 
other country is better than his, or that 
some other system is always better than the 
one we have at home. I believe in progress. 
I want to do the things that come with the 
demands of time. I am an evolutionist to 
that extent, but fundamentalist on almost 
everything else, but in the growth of our 
complex society, these things come, and the 
responsibility must be met by the American 
people. 

I have no fear, of the future welfare of 
amy country. Why, it has measured up to 
very occasion up to this time and I am sure 
it will do it in the future. Just to illustrate 
what is in my mind, I was in New York 
City about three months after election and 
a banker friend said, “Do you know, Gover- 
nor, there have been $6,000,000 made on the 


from Michigan. 


Lakes Region. 


DETROIT 


stock exchange as a result of the fact that 
the people of the country believed that this 
worry about the Reds and the Bolsheviks 
was done? In the final analysis, the contest 
was won and the American people were for 
America.” 

Out where I live, we in 1924 raised $3,- 
000,000,000 of new wealth from the farms 
and the mines and the oil wells. We got that 
out of old mother earth. We think that is 
making money. 

The Clearing House Section of the 
American Bankers Association can get 
punch enough in the State Bankers Associa- 
tions to organize a Credit Bureau in every 
county so there will be some central place 
where this information can be compiled. 


ORE than one-half of the newspapers in the United States— 
in big and little cities—are printed on presses which come 


Similar presses built in this State are used to print the 
principal newspapers in every reading country on the globe. 


For many years this bank has been an important link in the 
building and marketing of printing presses. It offers unequalled 
facilities for serving all having banking business in the Great 


FIRST NATIONAL BANK 


The First National Bank, the Central Savings Bank, and the 
First National Company of Detroit, are under one ownership. 


RESOURCES OVER ONE HUNDERED SEVENTY MILLION DOLLARS 
PRINTING PRESSES 
MICHIGAN 


ny 


HOPE that by some spirit of cooperation 

the banks can function together in the 
local communities and build up a stronger 
and safer background for our great banking 
system. It is the system upon which the 
future welfare of this great democratic 
country of ours rests. It does not look good 
to me to have in the background of a great 
democracy the banking business predicated 
on centralized power. I do not believe it will 
work. I do not believe it is for the best 
interest of our country. These big branch 
bankers ought to be satisfied with having 
the biggest individual banks in their com- 
munities without going out and grabbing 
and centralizing. 
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Growth of Deposits 


During Fifteen Years 


September 6, 1910 (Opening Day) $ 


September 6, 
September 6, 
September 6, 
September 6, 
September 6, 
September 6, 


September 6, 


275,103 


3,953,053 
5,185,374 
8,549,327 
10,166,055 
12,201,043 
14,428,979 


18,289,167 


' Member Federal Reserve Bank 
Member Chicago Clearing House Association 
Total Resources, $20,888,435 
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Commercial, Savings, Trust, Bond and Real 
Estate Loan Departments; Safe Deposit Vaults 


112 WEST ADAMS STREET 
STANDARD TRUST BUILDING 


Chicago 


Gains In Thrift 
(Continued from page 211) 


& Savings Bank, Los Angeles; Members 
of Executive Committee, Ray Nyemaster, 
vice president of the American Commercial 
and Savings Bank, Davenport, Ia.; Paul A. 
Pfleuger, assistant vice president of the 
Humboldt Bank, San Francisco; H. H. 
Reinhard, vice president of the National 
Bank of Commerce, St. Louis. 

The nominations were approved by unani- 
mous vote and the newly-elected officers in- 
stalled. Mr. Wallace in his acceptance said 
that he considered the great work of the 
Savings Bank Division to be to stimulate 
and encourage the education of the child 
in thrift, in the public schools, and to see 


that the individual adult is properly edu- 
cated in the handling of his income and re- 
sources. 


Tax Reform 
(Continued from page 267) 


the bankers will see to it that the people in 
their several communities are not further 
deceived as to who pays the taxes, and their 
effect on business. This is an important part 
of the program, and bankers who have the 
confidence of the people in a remarkable 
degree should see that it is carried out. The 
duty of Congress in this regard is also 
clear, and I believe will be faithfully and 
fearlessly performed. 


Sound Investments 
(Continued from page 219) 


or the persuasion of friends, it will probably 
explode or be otherwise seriously and sadly 
crippled. It is clear, therefore, there must 
be entire subordination of necessities of bank 
customers, personal influence and_ possibly 
the avarice of the bank’s manager to the best 
interests and honor of the bank.” 

The ambition of every banker is to have 
his business grow; this ambition is natural 
and laudable; but, while it is fitting for 
volume to grow steadily and even by leaps 
and bounds, the ration of profits to volume 
should be planned on a modest, steady basis. 
Reactions are apt to follow unusual gains. 
Security to the bank and confidence of the 
public will attend the graph line of profit 
that deviates but slightly from the line of 
bank growth. 


Profitable Department 
(Continued from page 214) 


are dealing with people unaccustomed to 
borrowing money and who are somewhat 
awed by the marble, bronze and steel with 
which they find themselves surrounded and 
that we can lighten their load perceptibly 
and win their lasting friendship by adopting 
an attitude of helpfulness. 

Let us also realize that competition in this 
field is quite keen and if the banks are to 
retain their supremacy in the handling of 
funds of the masses, they will do well to 
give heed to a suggestion contained in one 
of Mr. Babson’s recent letters entitled 
“Business Evolution” which states, “People 
do not want to wear the kind of clothing 
they did ten years ago, nor eat the same 
food, live in the same places, travel the 
same way nor buy the same way. Why 
then, should we try to manufacture, sell or 
invest in the same things merely because at 
one time they were successful? Why should 
we wait until new concerns spring up to 
capitalize inventions and new wants before 
we are willing to make changes in our own 
business or securities? Let us remove the 
beams from our own eyes before criticizing 
the Fundamentalists!” And again when 
referring to advertising, he states that 
“People always have money to spend for 
what they want most. Hence the problem 
is to find out what they want most and manu- 
facture it, carry it in stock and advertise it.” 
This applies to service rendered by bankers 
as well as products produced by manufac- 
turers. 


Satisfying the Customer 


HE banker of today must give the cus- 

tomer what he wants or the customer 
will go elsewhere to get it. In the making 
of real estate loans, he must be quick to 
decide that he will be forced to meet keen 
competition because there are many agencies 
which have representatives in nearly every 
community actively soliciting loans on real 
estate and anxious to meet the wishes of the 
borrower. He must, therefore, be prepared 
to furnish the borrower with the type of 
loan best suited to his own requirements. 
Many bankers who make real estate loans 
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have a fixed plan from which they will not 
deviate. They will either make the loan on 
demand or for one year or three years or 
five years or amortized upon strictly a fixed 
basis. A well-organized real estate loan 
department contemplates meeting the needs 
of the borrower, if possible. Monthly pay- 
ment loans are recommended both for the 
benefit of the bank and the borrower. The 
reasons for this are so obvious that they 
need not be discussed. Urge the borrower 
to take this form of loan, but do not require 
it. If he wants a loan for one year, make 
it for him. If he prefers three years or five 
years, meet his wishes. If he wants a 
monthly payment loan, do not insist that he 
take a loan which will run for five years, 
ten years or fifteen years, but determine 
how much the borrower can pay monthly 
and lend him the money on that basis. It is 
surprising to know how gratified and pleased 
the borrower becomes when he learns that 
the banker is endeavoring to meet his 
wishes in connection with the loan instead 
of dictating the terms. This makes for in- 
creased business and for word of mouth ad- 
vertising on the part of the borrower, which 
is most valuable. 

By organizing a department and making 
loans on a monthly payment plan, a bank 
can safely advertise for loans without giv- 
ing up any of its dignity and without losing 
any of its prestige. By advertising to its 
community that it is willing to make loans 
on homes and business property upon a 
monthly payment basis which requires no 
fee, no dues, no fines and which does not 
require any liability in the purchase of stock, 
the banker can immediately command a 
large amount of high class business which 
will prove profitable. Some banks have 
gone so far as to include in their mortgages 
a provision for additional advances in 
emergencies without drawing new loan pa- 
pers or requiring the borrower to pay 
additional fees. Temporary loans for the 
purpose of paying taxes, making small im- 
provements on the property or for personal 
needs may be: advanced to real estate bor- 
rowers, the original mortgage retaining 
security for the additional advances. This 
is a service which is highly appreciated by 
the borrower and the banker takes no risk. 

One of the best ways to satisfy the sav- 
ings depositor, to meet constant and grow- 
ing competition in this field, to hold present 
business, to attract new business, and to 
greatly increase the profits of the institu- 
tion is to actively solicit loans on real estate 
on a basis best suited to the individual needs 
of the borrower, and to encourage the pur- 
chase of them by savings depositors. 


Ideal Clearing 


(Continued from page 249) 


has been fortunate in attracting to it a class 
of employees that measures far above the 
average. Taking into consideration the 
strain, the responsibility, the knowledge re- 
quired and the hard work involved, it is 
seldom that the compensation, as compared 
with that paid for unskilled labor, is in keep- 
ing. If this condition continues, we will 
either have a scarcity of help or forces of 
an inferior quality. Then again, the bank 
officer in looking about is not long in dis- 
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and Power Securities 


Bond Departments of banks are invited to 
make use of our facilities for supplying quo- 
tations, information and reports regarding 
the securities of Electric Light and Power 


Corporations. 


For a period of over twenty-five years, the 
executives of R. E. Wilsey & Company have 
been identified with the financing of many 
leading power developments throughout the 
country. As a house of issue and a partici- 
pant in the leading underwritings, our list of 
offerings comprises a broad selection of bonds 
and conservative preferred stocks. Direct wire 
connection is maintained with all important 
Eastern centers, including Canadian markets. 


Upon request, a copy of our monthly list of 
offerings will be sent to Bond Departments 


regularly. 


R. E.WILSEY & COMPANY 


Incorporated 
Investment Securities 


76 West Monroe Street 
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covering that very frequently men engaged 
in other lines of business with less natural 
endowment and mental equipment than he 
are able to make more money. The lure of 
a title will not long continue to attract to 
the ranks of bankers the high type of citi- 
zens that gives our avocation the standing 
it enjoys even though the rewards do not 
often measure up to what they should be. 

We canot afford to overlook the personal 
side and banks should not wait for it to be 
made compulsory that provision be made for 
group and old age insurance and for the 
proper care and comfort of the employees. 
These things and the more generous com- 
pensation that it should be our aim to make 


possible, necessitate more bank profits first. 
Then again, such work in the field of social 
service would be immeasurably advanced if 
the banks should give it their united sup- 
port in a way that is possible only through 
clearing house cooperation, in which an in- 
vestment is one speculation that is devoid of 
risk and may be productive of dividends 
both in dollars and in satisfaction that 
would gratefully be received by any of us. 

Within the next decade, the charter of the 
Federal Reserve System expires and if the 
Act is to be reenacted by Congress in any- 
thing like its present form, the banks will 
have to stir up public sentiment in a way 
that will make itself felt at Washington. This 
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cannot be done without outside aid by our 
national and state organizations where such 
a large proportion of the membership does 
not belong to the System. As most of the 
banks in the clearing house cities are mem- 
bers of the System, here is where the real 
interest should be shown and the value of 
united action on the part of the clearing 
houses in getting behind the measure is 
apparent. 

The day for pioneering is over and the 
aim of every well conducted bank is to re- 
duce risk to a minimum, to try for good ac- 
counts, and to make collectible loans and 
safe investments. As long as there is money 
to lend, banks will have to look out for the 
borrower, who has no intention of paying 
sfrom the start, frem the overly confident 


enthusiast who may be honest and at the 
same time unsafe, and from the sharp trader, 
who, when he deals with his bank, aims to 
drive such a close bargain that the profit 
is all on his side. These are the foes for 
which clearing houses are peculiarly equip- 
ped to deal and where banks are reluctant 
to take the concerted action that is practic- 
able only through clearing house activity, 
they have to pay the penalty in losses that 
work a hardship not only on the banks 
themselves but on the community which is 
deprived of the use of funds that should 
have a cumulative value in adding to the 
general wealth instead of having it fruitless- 
ly dissipated. 


Lasting Boon 


(Continued from page 208) 


Investment in insurance has almost doubled 
since 1917. The premium income from fire, 
life and casualty insurance in 1917 was $1,- 
820,120,000; in 1923, the latest date for which 
figures have been compiled, it amounted to 
$3,099,422,000. 

According to the United States Census 
reports, the outstanding obligations of cities 
and states alone, held by the investing pub- 
lic increased from $4,289,431,000 in 1917 to 
$6,533,805,000 in 1922, the latest date for 
which statistics are available. 

The growth and spread of the investment 
idea is especially emphasized in the develop- 
ments of our investment holdings abroad. 
Before the war only a few billion dollars 
were invested in foreign countries, possibly 
as much as $2,500,000,000. Today such in- 
vestments amount to not less than $9,200,- 
000,000 or almost four times the pre-war 
status, besides which we have repatriated 
some $3,000,000,000 of American securities 
formerly held abroad. 


Investment Idea Dramatized 


HILE this great growth in the invest- 

ment holdings of the people of the 
United States since 1917 and the greatly 
widened distribution of such investments 
cannot with any show of proof be attributed 
to the educational influence of the Liberty 
Loan and War Savings campaigns, yet I 
think we may safely say that the dramatiza- 
tion of the investment idea during these cam- 
paigns was of incalculable benefit in develop- 
ing the investment sense of the American 
people. It demonstrated the possibilities of 
large scale appeal in investment distribution, 
and it brought millions of people into an 
attitude of mind which made it easy to show 
them the advantages of participating in the 
ownership of our indispensable industries. 
What had been an abstract principle with 
these millions of people has become a prac- 
tical program. Hartley Withers said, “Cap- 
ital is yesterday’s savings.” The lessons of 
of Liberty Loans have helped Americans to 
understand that aphorism and to act upon 
it. 

From the standpoint of wide distribution 
of securities we are certainly a generation 
further ahead of the point we should have 
reached through the unaided operation of 
the forces which were at work before the 
war. Credit is due to the bankers of the 
country who keyed their operations to the 
new opportunities, and capitalized an inter- 
est and confidence on the part of the pub- 
lic which has been perhaps the greatest 
single factor in the development of the pres- 
ent strong position of the United States in 
the world’s securities markets. 


The keynote of the Fiftieth Annual Con- 
vention of the American Bankers Associa- 
tion was the determination to spread eco- 
nomic education and knowledge of the prin- 
ciples underlying business. The information 
contained in this issue of the JouRNAL might 
be a stimulant and an aid to better service if 
placed in the hands of promising juniors. 
To banks ordering annual subscriptions for 
officers or other employees it is suggested 
that the home addresses be given. 
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Trust Company 
(Continued from page 240) 


We must see to it that we fit ourselves and 
our successors for this task. 

In accomplishing this desired result, no 
element of human thought can be more 
helpful than that of cooperation. We use 
this word a great deal nowadays, but there 
is no objection to using a word many times 
when it says just what we mean, and we 
certainly have learned in the twenty-nine 
years of the history of this Division how 
valuable it has been for trust companies to 
cooperate. But there are many ways in 
which we can do more. There are important 
opportunities for our companies located in 
the same cities to work together. There 
are local fiduciary associations in several of 
our larger cities. This idea should be ex- 
tended so that trust companies that are 
competing should see to it that they only 
compete in the quality of service they render 
—not by careless abuse of each other or by 
dangerous and unprofitable cutting of 
charges. 


Cooperation With the Bar 


HE Division has continued its efforts in 

connection with the closer working to- 
gether of lawyers and trust companies. 
We believe that the line marking the differ- 
ence between the practice of the law and 
proper corporate trust activities becomes 
clearer each year, and that the substantial 
men in both fields of activity are recogniz- 
ing and appreciating the work of the other. 
In connection with the subject of coopera- 
tion with the bar, it is fitting for us to 
mention with regret, the untimely death of 
Marquis Eaton, of the Chicago Bar, who 
as a speaker before this Division at the 
convention of 1911, gave us the first con- 
structive suggestion from the viewpoint of 
the lawyer on this important subject—the 
title of the address being “The Trust Com- 
pany and Lawyer.” 

During the past year, a great deal of 
attention has been given to strengthening the 
relationship of trust companies with the 
Federal Reserve System, and also to the 
work of disseminating information among 
our members of the value of the System to 
individual institutions. 

We are confident that this effort has not 
only resulted in some new members, but 
that it will continue to function in this respect 
during the coming year. 


Tax Committee Active 


MPORTANT work has been done by a 

special committee on Federal Taxation, 
and at the present time the outlook is favor- 
able for a repeal of the Federal inheritance 
tax, which is a result most earnestly to be 
desired. 

Our other Committee activities have been 
maintained at a high level through the 
loyalty and efficiency of our various Chair- 
men and their Associates. 

The mid-winter conference of trust men 
was held in New York in February, the 
two days” session being followed by a 
banquet. Both the conference and the ban- 
quet exceeded previous meetings in the 
number of attendance and the interest shown. 

A regional conference for those engaged 


of the small town 


WHAT brings new people to the 
smaller towns? Good roads! What 
takes to market the goods they manu- 
facture and the crops they grow? 


Good roads! 


“Caterpillar” Tractors are used the 
Nation over to provide power for road- 
building.So do they play a part in build- 
ing the prosperity of the community— 


and its banks! 
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in trust business on the Pacific Coast and 
in the Rocky Mountain Section, was held 
in Seattle, in August, at which our Vice- 
President, Mr. Sisson, presided. The meet- 
ing was well attended and successful in every 
way. 

The success of the mid-winter conference 
that has been held in New York for several 
years, and the Pacific Coast conference which 
has now been held the third time, justifies 
your officers in feeling that an additional 
conference to be held in the middle section 
of the country would be of value, particularly 
to many of the younger trust officials who 
are not always able to travel a distance to 
attend our meetings. We are, therefore, 
planning to hold a mid-continent conference 


in the early winter at some city in the 
Mississippi Valley. 

In addition to the Division’s regular ses- 
sion there were two conferences, one on 
community trusts and another on business 
extension. The proceedings of both are re- 
corded elsewhere in this issue, as is the re- 
port of the Division’s Special Committee 
on Taxation. 

Frank J. Parsons, Chairman of the Com- 
mittee on Community Trusts, told of the 
living trust of $500,000 established by Mrs. 
Felix M. Warburg of New York, the in- 
come of which is to be used for the Henry 
Street Nursing Settlement in that city, and 
the gift to the Community Trust Fund of 
Chicago of $1,500,000 by James Patton, of 
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Our Qualified Experts are Available to Advise You 


Periodic Bulletins available for distribution to those inter- 
ested. Specific inquiries solicited. 


ATLANTIC AIRCRAFT CORPORATION 


HASBROUCK HEIGHTS, N. J. 
Manufacturers of Fokker Airplanes—The Safest in the World 


Fokker Commercial Airplanes now in regular 
service flew over one million miles in 1924. 


Distinctive Types for Different Services 


Problems involving lost time in traveling, shipping or com- 
municating over long distances or between inaccessible points 
may be solved by the use of the proper type of Airplane. 


® 


AIRPLANES 


Rapid - Reliable - Safe 


AGENCIES OF TRANSPORTATION 


When Properly 
Constructed - Maintained - Operated 


NCREASED EFFICIENCY AND ECONOMY will result 
from the Rapid Transportation of Executives and other 
Passengers, Merchandise and Mail by Airplane. 


that city. Mr. Parsons said that there were 
now fifty-seven community trusts or founda- 
tions in cities from coast to coast and twen- 
ty-seven others under consideration. Eight- 
een trusts are distributing income while in 
twenty-nine cities committees on distribu- 
tion have been appointed. 

The report of the committee on Relations 
with the Federal Reserve System showed 
that 450 trust companies were members 
with about 1600 eligible that had not joined. 
Of this number, 192 had informed the com- 
mittee they did not care to join and 262 
others said they were not interested at pres- 
ent but might consider it later. Some of the 
remaining ones either were contemplating 
joining or considering such step when they 
responded to the questionnaire. 


HE best ways of developing new trust 

business were discussed at the business 
extension conference. The objects of the 
conference were outlined by Francis H. Sis- 
son, vice-president of the Guaranty Trust 
Company of New York City, and a general 
discussion followed, participated in by trust 
officers from all parts of the country. 

Emphasis was laid on the desirability of 
trust companies having all directors name 
their institutions in their wills as the execu- 
tors of their estates, as nothing is more 
effective in the solicitation of this service 
than the record of such an example. J. B. 
Webster, of Little Rock, Ark., pointed out 
how his institution had got business by in- 
direct methods. <A _ representative of the 
company appeared before the more promi- 
nent women’s clubs and stressed the im- 
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At Atlantic City—Left to right — 
N. S. Calhoun, Vice-President, Bank 
of Maysville, Maysville, Ky.; T. R. 
Preston, President, Hamilton Na- 
tional Bank, Chattanooga, Tenn.; Ed- 
gar L. Mattson, Vice-President, Mid- 
land National Bank of Minneapolis 


portance of every husband making his will. 
The results that were obtained indirectly 
were surprisingly large, he said. 

As one means of promoting business by 
getting more effective cooperation from the 
employees, it was suggested that prizes be 
offered to the workers within the trust com- 
pany or department making the most fruit- 
tul suggestions. Some institutions offer 
cash prizes, while others adopt a merit plan 
of public recognition. 


Division’s New Officers 


i ter Trust Company Division elected the 
following officers for the new year: 

President, Francis H. Sisson, vice-presi- 
dent of the Guaranty Trust Company of New 
York, New York City; Vice-President, Ed- 
ward J. Fox, president of the Easton Trust 
Company, Easton, Pa.; Executive Commit- 
tee, F. W. Denio, vice-president of the Old 
Colony Trust Company, Boston; John C. 
Mechem, vice-president of the First Trust & 
Savings Bank, Chicago; E. A. Pruden, vice- 
president of the Fidelity Union Trust Com- 
pany, Newark, N. J.; J. N. Stalker, vice- 
president of the Union Trust Company, De- 
troit; A. V. Morton, vice-president of the 
Pennsylvania Company for Insurances on 
Lives and Granting Annuities, Philadelphia. 

At a meeting of the Executive Committee 
following the meeting of the Division W. S. 
McLucas, president, Commerce Trust Com- 
pany, Kansas City, Mo., was elected chair- 
man of the Executive Committee for the 
year 1925-1926. 


One Cent Per Bank 


The AMERICAN BANKERS ASSOCIATION 
JourNAL offers an efficient and economical 
medium for advertisers desiring to reach the 
banks of the nation. Among our subscribers 
are approximately 22,000 banks, which the 
advertisers may reach at an approximate 
cost of one cent per bank. 
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Bank Crimes 
(Continued from page 256) 


pendents, by the state. 5. Increasing the sal- 
ary level of police officers to raise their 
standard. 6. Assigning the Association’s 
attorneys to county prosecutors, without 
charge, to help prosecute criminals against 
arrest. 

“In the face of reports from investigators 
working in every state, your Committee 
could not be unaware of the magnitude and 
serious consequences of the crime problem 
confronting banks and their customers and 
again commends the Iowa plan for the con- 
sideration of all bankers in those states now 
suffering for the want of stricter law en- 
forcement. With crime organized and di- 
rected as it is in so many states, nothing 
short of the most intelligent and vigorous 
action is required of the community itself. 


é66W OUR Committee regards the vigilante 

idea as the most effective plan ad- 
vanced thus far to stop these killers, whose 
attacks have been heaviest in seven or eight 
states. The adoption of this plan by state 
bankers associations in Iowa, Illinois, Indi- 
ana, Kansas, Minnesota, Oklahoma, Wis- 
consin and California again finds the bank- 
ing fraternity thoroughly alive and taking 
the lead in a critical situation. 

“Your Committee considers that, aside 
from the value of property stolen or de- 
stroyed, the jeopardy of life alone is suf- 
ficient to inspire every banker in these 
states to united action and whole-hearted 


support of the vigilante movement now be- 
ing directed by his state association. Any 
question as to the possibilities or expense of 
the plan is fittingly answered by the mini- 
mum rates for insurance against robbery 
now enjoyed by Iowa banks. 

“Without vigilante committees, the rate 
for banks with less than twenty-five em- 
ployees would doubtless have risen, as it 
has in Illinois—just across the river—to $6 
a thousand, an annual increase of $250,000 
in premiums for the $50,000,000 of daylight 
holdup insurance estimated to be carried by 
Iowa banks. The same minimum rates ap- 
plied to the other states now grappling with 
a worse problem than that which confronted 
Iowa bankers in 1920 would mean a yearly 
saving of about $260,000 to bankers in IIli- 
nois, $60,000 in Indiana, $80,000 each in 
Michigan and Missouri, $135,000 in Kansas 
and $185,000 in Oklahoma. This means that 
there is now paid yearly by bankers in these 
six states to the holdup man and his gun 
not less than $800,000 that could be saved by 
a successful campaign comparable to that 
waged in Iowa. 


66 UT vigilance against attack can be 

defeated by weak enforcement of 
law. Among other contributions to the bank 
criminal’s livelihood, the records of the Pro- 
tective Department show that the facility 
with which he escapes punishment after ar- 
rest continues to pervert justice and weaken 
one of the most important objectives of the 
criminal laws, namely, that crime must not 
go unpunished. In some cases our agents 
have been forced to apprehend old offenders 


21 Banking Offices in Southern California 


three and four times before conviction was 
secured, proving that crime flourishes be- 
cause criminals escape punishment, and pun- 
ishment is evaded because there are so many 
avenues of escape open. 

“The constitutions of the states and the 
nation provide that in all criminal prosecu- 
tions, the accused shall enjoy the right to 
a speedy and public trial. The criminal fears 
a speedy trial, as all the evidence and senti- 
ment (if any) against him are too accurate 
and fresh in the minds of witnesses who 
may not be available later. His attorney, 
therefore, seizes any loophole in the law to 
delay final judgment. Until the various mo- 
tions, postponements, appeals, etc., permis- 
sible under the present procedure are mini- 
mized, the smart criminal lawyer will con- 
tinue to capitalize his many opportunities 
to defer punjshment almost indefinitely. Any 
irregularity in procedure by the trial court 
is a ground for reversal of conviction and 
where some procedural rule is broken the 
courts of appeal are frequently bound by 
rules of procedure rather than principles of 
justice. Moreover, final judgment against 
the confirmed criminal does not insure full 
punishment under the present law, as the 
parole and probation laws turn even the 
hardened crook loose again after serving the 
minimum time permitted under the indeter- 
minate sentence law. Quick justice is what 
a criminal fears most and the greatest fault 
to be found with our penal laws and their 
administration is their deplorable lack of 
celerity, certainty and finality. 

“Your Committee is convinced of the ur- 
gent need of a revision of the laws govern- 
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Immense National Program 


Tells 20,000,000 people what they ought to 
know about their banks 


As a result, new accounts are being created. 
Present accounts are increasing m size. 
Banking service is given a greater value than 
ever before. 

HE interests of the Bankers Supply Company are 

allied closely with those of the banking business. 

That is why we have devoted this year’s tremendous 
advertising campaign to placing a greater value on bank- 
ing service . . . to showing the individual just what 
his bank is worth to him, 
In your community this plan benefits YOU 
Men and women in your city are reading this advertising 
because it is intensely interesting. It shows them the 
important part their bank plays in making them financially 
independent. It is creating new bank depositors in everv 
locality in America. It is making present customers 
more valuable. 

At the same time these 20,900,000 people are being 
shown the remarkable protection from fraud Super-Safety 
Bank Checks give. And checks, ordinari!y an item of 
expense, now are given a business-building value (you 
already know of Super-Safety checks and that they cost 
mo more than ordinary kinds of good quality). 


Other ways to increase deposits 


So that you may receive in your locality the greatest pos- 
sible benefit from this national campaign we offer you 
without charge a very remarkable plan. A complete year 
‘round advertising service for 

you to use locally over your 

own name. 


One of the leading advertis- 
ing organizations in America 
prepares this material. You 
are able to obtsin it only 
through our co-operation. It 
includes many _business-build- 
ing plans which have been 
tested and proved profitable by 
leading banks. Many new and 
successful ideas help you increase deposits. 

National advertising, Super-Safety Bank Checks, Indi- 
vidual Business Building Plans. Three distinct helps 
which are helping over 10,000 banks increase profits. 
Let us show you this plan more fully. How it will help 
your own bank. Write immediately to the address below. 


BANKERS SUPPLY COMPANY, DIVISION 


THE TODD COMPANY 
5950 So, State Street, CHICAGO 
Business-Building Merchandise for Banks 


NEW YORK ROCHESTER 


CHICAGO 


DALLAS DENVER 


Super-Safety Bank Checks protect depositors against check fraud. 
They are made of the safest check paper supplied by any bank. 


ing practice and procedure which are now 
both cumbersome and outworn. They were 
designed for a scattered and rural popula- 
tion, not for the great cities and towns mak- 
ing the industrial America of today. A 
change is vital and must include the elimina- 
tion of artificial limits on methods for dis- 
covering the truth and the procedure must 
be simplified. While the whole criminal law 
should be re-examined and restated, the im- 
mediate need is the formulation of a uni- 
form code of criminal procedure for adop- 
tion by the various states. The substantive 


penal law has a sound foundation but the 
writing of a-penal law, uniform in defining 
at least the common law felonies and set- 
ting their punishments, is worthy of serious 
consideration and action. 

“Further evidence as to the merits and 
advantages of the nation-wide protective 
service available to members, is given by a 
comparison of the experience of member 
and non-member banks in crimes of violence. 
This year losses of our membership through 
burglary and holdup robberies, $1,005,709, 
increased but 5 per cent over the total loss 


At the Convention—Left to right—Robert V. Fleming, Vice-President and Cashier, 
The Riggs National Bank, Washington, D. C.; Hilary W. Lucke, Assistant Vice- 
President, The National City Bank of New York; H. G. Kramer, of Elizabeth City, 
N. C.; H. G. Hoskinson, Vice-President, Riggs National Bank of Washington, D. C. 
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of $960,332 suffered last year, whereas non- 
member bank losses from the same source 
jumped 70 per cent or $536,812, above the 
amount reported last year. The average 
loss of member banks from crimes of vio- 
lence during the past year was $46.30 as 
against the non-member average of $88— 
plus an amount to cover losses in eight 
known robberies, the details of which were 
not reported.” 


State Secretaries 
(Continued from page 254) 


Edwin Bird Wilson, chairman of the Ad- 
vertising Council of the National Thrift 
Committee, who addressed the State Sec- 
retaries Section. 

The growth of the movement, fostered 
by the Y. M. C. A., gives evidence of great 
vitality and a promise of permanency, Mr. 
Wilson said, and efforts now are being cen- 
tered on extending the idea beyond a mere 
week, 

Mr. Wilson named forty-eight national 
organizations now cooperating in the Thrift 
Week Movement and told how the work 
was being carried on in the public schools 
in various sections of the country by local 
organizations. The importance of a “live 
wire” local committee to concentrate pub- 
lic attention on the movement was very 
necessary, Mr. Wilson said, and he directed 
the following remarks especially to bankers: 

“The importance of the banker in this 
movement can scarcely be over-emphasized. 
If any class of business man in a community 
should be expected to be intensely interested 
in this subject, certainly it is the banker. 
Where bankers have shown a disposition to 
support the efforts of the local Y. M. C. A. 
secretary to organize a strong committee, 
the observance of the week has been a suc- 
cess. 

“Tt seems to me unfortunate that in some 
of the large cities, notably New York, the 
bankers have not taken the keen interest in 
the observance of National Thrift Week 
that its importance deserves, and yet none 
will dispute that New York, perhaps more 
than any other center in the United States, 
needs to have brought home to its masses of 
people the wholesome lesson of proper 
money management.” 

The Section, by resolution, pledged its aid 
and encouragement to the movement now 
under way to organize the attorneys for 
bankers’ associations. George E. Power an- 
nounced that ten States were represented at 
a preliminary meeting of the attorneys and 
the prospects were that the twenty-one State 
associations which maintain legal depart- 
ments, as well as ten others which have 
semi-legal departments, eventually would be 
represented in the organization. 

The Section discussed plans to present a 
program at the next annual Convention that 
would have a wide popular appeal to bank- 
ers as well as the state secretaries. 

The following officers were elected: 

President, Eugene P. Gum, Oklahoma; 
first vice-president, Harry G. Smith, Ken- 
tucky; second vice-president, W. A. Phil- 
pott, Jr., Texas; board of control, S. A. 
Roach, Ohio, arm{ E. J. Gallien, New York. 
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National Bank 
(Continued from page 226) 
in regard to their costs of doing business. 


I have recently seen some interesting figures 
reflecting an analysis of 150 representative 


member banks of the Eleventh Federal Re- . 


serve District showing their operating ratios. 

“These banks include five groups of thirty 
banks each. The banks selected range from 
small banks to those having in excess of two 
million dollars capital. 

“The average ratio of capital and surplus 
to gross deposits is shown to be 20.2 per 
cent. 

“The ratio of interest paid on deposits to 
gross deposits is 1 per cent. 

“The ratio of total expenses to total de- 
posits is 4.7 per cent. 

“The ratio of net earnings to total de- 
posits is 2.8 per cent. 

“The ratio of net earnings to capital and 
surplus is 14 per cent. 

“The ratio of interest on deposits to gross 
earnings is 14.8 per cent. 

“The ratio of net earnings to gross earn- 
ings is 37.2 per cent. 

“The ratio of losses to gross earnings is 
7.6 per cent. 

“The ratio of dividends paid to gross earn- 
ings is 22.5 per cent. 

“These figures were based on condition 
reports and earning reports for the year 
1924 which was rather a lean year, by the 
way. After paying all expenses and after 
removing losses and depreciation, and after 
paying dividends, these 150 banks, had left 
an average of only 7.3 per cent of their 
gross earnings to pass to surplus account. 

“These figures are a real yardstick which 


At the Convention—Left to riht—F. J. Rue, Assistant Vice- President, Philadelphia 


National Bank, Philadelphia; 


banks can with assurance use in determin- 
ing their own relative position. 
case of his own bank a banker should find 


«ae Grainger, Vice-President, The Murchison Na- 
tional Bank, Wilmington, N. a ‘John M. Miller, III, of Gastonia, N. C.; Thomas B. 
McAdams, ‘Executive Vice- President, State & City Bank & Trust Co., Richmond, 
Va.; Norman T. Hayes, Assistant Vice-President, The Philadelphia National Bank, 
Philadelphia 


WHAT IS A BALANCE SHEET? 


H TT PREPARE A BALANCE-SHEET. 


CLASSIFY PROPERLY EVERY ITEM. 
VALUE OR MEASURE EVERY ITEM. 
ANALYZE A BALANCE-SHEET. 


is set forth in a 300 page book 


The Balance-Sheet 


by Charles B. Couchman, C. P. A., published by THE JOURNAL OF 
ACCOUNTANCY, INCORPORATED, publisher of the official organ of 
the American Institute of Accountants. 


The results of the experience and best thought of 


BANKERS, CREDIT MEN and ACCOUNTANTS 


is expressed in clear, concise language with illustrations. With regard to every 


Balance-Sheet classification special emphasis is laid on 


WHAT TO INCLUDE 
WHAT TO EXCLUDE and 
HOW TO VALUE OR MEASURE THE RESULT 


Its usefulness in such every-day application is testified by leading Banks, 
Brokers, Commercial Organizations and Accounting Firms. 


It is logical and authoritative and marks an advance in treatises relating to 
Financial Statements, Their Preparation and Critical Analysis. 


The Journal of Accountancy, Inc., 
135 Cedar Street, New York, N. Y. 


Enclosed find 


The book is to be sent on 5 days’ approval. 
will be returned, and money will be refunded. 


If in the 


GROUP INSURANCE 


What Are You Doing 
About It ? 


Over 8,000 employers of the 
United States are carrying 
Group Insurance on the lives 
of 2,225,000 employees. 


This insurance covers whole 
groups of employees under a 
single contract without medical 
examination, in amounts varying 
from $500 to $10,000 per em- 
ployee. Includes total perma- 
nent disability without extra 
charge. 

GROUP INSURANCE for em- 
ployees of factories, stores and 
business concerns of all kinds 
is rapidly increasing. It has 


—— of value to those who 
ave adopted it, and others will 
take it up as soon as they learn 
of its usefulness. 

Our book on “GROUP LIFE 
INSURANCE” will gladly be 
mailed you without obligation. 


Lire INSURANCE COMPANY 


oF Boston. MassacmusErTs 


A STRONG COMPANY. Over 

Sixty Years in Business. Lib- 

eral as to Contract. Safe and 
Secure in Every Way. 


ing available to him.” 


dollars for which you may send me postpaid 
copies of THE BALANCE-SHEET, by Charles B. Couchman. 
If not satisfactory it 


that his ratios are below the average he 
should at once attempt to ascertain and re- 
move the cause. In other words there is no 
excuse for him to remain in ignorance as to 
his own situation with data like the forego- 
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Forgery-Proof Sentinel 
The First and Only Forgery Prevention 


Fast displacing all other forms of check protection. 


A mechan- 


ical countersignature machine and check writer combined. Cor- 
respondent banks are notified to honor only drafts bearing this 
validating mechanical for example:— 


Equipped with lock and key, preventing unauthorized use. 
Writes in both words and figures. Replaceable type characters 
provide everlasting and uninterrupted service. 

CHECK WRITER SALESMEN: A DISTRIBUTORSHIP FOR THIS MOST 


UNUSUAL COUNTERSIGNATURE DEVICE OFFERS A REAL OPPOR- 
TUNITY. YOUR TERRITORY MAY BE OPEN. WIRE OR WRITE FOR 


DETAILS. 


HALL-WELTER COMPANY, Inc. 
ROCHESTER, N. Y. 


Peril in Rule 
(Continued from page 210) 


either directly or through his ministers and 
appointees our relations with foreign na- 
tions, in conjunction with the Senate. The 
tremendous questions which confront him, 
the vast volume of governmental business 
which he must supervise, requires that he be 
single and superior as an executive and that 
he be not interfered with by the simple mur- 
muring and superficial complaints of the 
Toms and the Dicks and the Harrys, even 
though they be voters, until either by his 
betrayal of his trust he subjects himself to 
impeachment or by disappointing perform- 
ance of the duties of his office he invites 
defeat at the polls. 

The Supreme Court of the United States, 
in a large sense, is truly representative, as 
indeed are all the courts. To them by the 
constitution and laws is committed the final 
determination of those controversies, the 
establishment of those rules which make for 
the order and stability of society as a whole. 
The vast problems with which these courts 
are concerned, the profound and _ intricate 
learning which must be summoned by them 
in the determination of the controversies 
before them, requires that they shall proceed 
with courageous independence of any sort 
of public clamor or outcry. 

The Congress of the United States is 
truly representative in that, having received 
each his commission to serve, the Repre- 
sentative takes his obligation to serve the 
nation as a whole and not merely the petty 
and conflicting interests of contiguous dis- 
tricts or distant sections. 

This plan is all carefully laid out in the 
great constituticnal framework of the gov- 
ernment and it i, from the preservation of 
that in its pristine rigor and glory that sta- 
bility, that order from which alone liberty 
of thought, of action and worship—freedom 
in its truest and purest sense—can be made 
secure. 

I firmly believe that in every advanced 
grade of the common schools of this coun- 


try it should be obligatory that the classes 
should be more fully instructed—when they 
reach such point as such instructions can 
even be measurably received—in the essen- 
tial meaning of the Constitution. 

In addition to this, I am of the opinion 
that the Senate and the House should each 
provide for a committee on constitutionality 
and that to these committees should be: re- 
ferred any acts or proposed legislation 
whose constitutionality was questioned; that 
these committees should take up the ques- 
tions thus raised, afford an opportunity for 
hearings, make a full and profound research 
with respect to such legislation and its pos- 
sible conflict with the constitution, make 
full and ample reports upon such questions, 
and build up in each House a body of prece- 
dents, a volume of learning, an inexhaustible 
source of authority for the guidance of fu- 
ture Congresses and for the enlightenment 
of the country on the questions involved. 

Congress has a primary duty with respect 
to legislation and, in the main, I am firmly 
convinced it strives to discharge this duty. 
While there is a committee apparently for 
every other purpose, with its chairman and 
its regular organization, there is no commit- 
tee whose sole duty it is to hear and pass 
upon the constitutionality of proposed acts 
and legislation of either House. To be sure, 
the judiciary committees, in so far as the 
legislation that is referred to them is con- 
cerned, may consider and do consider these 
questions, but in the main the question of the 
constitutionality of proposed legislation is 
left to the individual member who may, for 
reasons of preoccupation, timidity or the dif- 
ficulty of research, hesitate to challenge the 
constitutionality of proposed acts and pro- 
posed legislation. 

If this work of testing proposed acts and 
legislation by the standard of the constitu- 
tion were thoroughly and exhaustively done 
in the first instance by committees of Con- 
gress, much of the burden now borne by the 
courts would be relieved and much of the 
criticism now leveled at the courts would 
disappear. 
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Inheritance Taxation 
(Continued from page 246) 


made to centralize and coordinate adminis- 
tration from Washington. 

The tax is unequal in its application be- 
cause in Western states that have a com- 
munity property law one-half of the estate 
escapes taxation when the deceased leaves 
property to the surviving spouse, whereas 
in states which have no such community 
property law the tax is pyramided into the 
higher rates by taxing the 100 per cent value. 


A Suggestion to Congress 


F Congress desires to tax the income from 

future issued tax exempt securities it 
should do so by means of a constitutional 
amendment. Such an amendment was in- 
troduced and defeated in Congress several 
years ago. Congress should not attempt to 
do indirectly what it has refused to do 
directly and then use its failure to act as 
the basis of argument for an unnecessary 
tax. 


(b) Claim that War Debts Should be 
Paid from Capital. 


Some of the proponents of the Federal 
estate tax claim that debts incurred in prose- 
cution of the war being capital obligations 
are properly paid out of capital, and the 
Federal estate tax should be retained so long 
as an amount at least equal to its yield is 
applied annually in the retirement of the 
national debt. 

The longer retention of the Federal estate 
tax tends to make it a permanent part of the 
system of Federal revenue, and if it is to 
be permanent it becomes apparent that the 
inheritance tax itself needs a supplemental 
act. This has already been enacted in the 
much debated and possibly illegal gift tax. 
There is no doubt an endless row of supple: 
mental forms of taxation will be necessary 
if the millennium of taxation is to be sought 
after regardless of all practical principles. 
These supplemental and multiple forms of 
taxation require the setting up of a large 
amount of additional and expensive machin- 
ery to obtain the small alleged benefits. 


No Need of Capital Levies 


ITH regard to the argument that the 

war debts are properly paid out of 
capital levies we are in entire accord with 
the principle that if capital levies are neces- 
sary they should be used in retiring capital 
obligations. But there again if the Federal 
government has a source of revenue in the 
income tax based on sound principles on the 
annual income and earning power of the 
United States and entirely adequate to meet 
current expenses and to retire its national 
debt in due course and in reasonable install- 
ments, there is no justification for a reten- 
tion of a capital levy. 

The payments of foreign nations to us 
under debt funding plans should be applied 
to reduce the national debt and further re- 
duce the requirements of revenue for the 
budget. 

All government debt is simply postponed 
taxation. The taxation levied to meet it 
should fall within such rate limits that it 
can be paid by taxpayers from their current 
income. It should not require a tax derived 
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from the sale of capital assets of estates 
which arise through such fortuitous circum- 
stances as deaths occurring during the term 
of the debt. 


(c) Claim of Social Reasons. 


Some of the advocates of retaining the 
Federal estate tax claim that the acquisition 
of great wealth is undesirable. They claim 
this tax tends to discourage the acquisition 
of great wealth, or if acquired, to provide 
for its redistribution, and therefore should 
be retained and if possible increased. 


Social Reform by Taxation 


E do not believe it is the function of 

the Federal government through the 
instrumentality of taxation to accomplish al- 
leged social reforms. The Supreme Court 
of the United States in the child labor case, 
in which under the guise of a taxing statute 
Congress endeavored to regulate child labor, 
frowned upon the endeavor by Congress to 
do indirectly that which the constitution did 
not allow it to do directly. It is believed 
that the only tests which a legislator or the 
public should apply to this question should 
be “Does the United States government need 
the money to balance an intelligent budget, 
and is this the best method of raising it?” 


(d) Claim Tax Needed to Correct Im- 
proper Fiscal Policies of States. 

Assuming from a fiscal standpoint and 
from the standpoint of emergency legisla- 
tion that the Federal estate tax ought to be 
presently abolished, it is claimed by some 
members of Congress it should be retained, 
if only at a nominal rate, to correct the fis- 
cal policies of some of the states. For in- 
stance, a number of states have been par- 
ticularly active in obtaining Federal aid for 
highways, education, agriculture, military, 
and other purposes. Some of the members 
of Congress think this Federal aid policy is 
a mistaken one and should be abolished. 
They think, however, that so long as it is 
continued the Federal government is justi- 
fied in collecting an added tax from property 
on the theory that if the Federal aid—and 
the Federal tax collected to pay it—were 
abolished, the states would have an added 
burden and would have to increase their 
taxes to pay it. 

The Federal government has no _ occa- 
sion for entering into or remaining in any 
field of taxation except for the purpose of 
revenue to meet the financial requirements 
of its budget. 


(e) Claim that Tax is Needed to Correct 
State Inheritance Tax Policies. 


Some of the states, like Florida and Nev- 
ada, have abolished their inheritance taxes 
with the avowed purpose of attracting tax- 
able property away from other states and 
into their respective jurisdictions. This, of 
course, is done at the expense of other states 
under whose laws the accumulation of this 
property has been effected. Some of the 
members of Congress coming from the other 
states do not consider this a fair policy and 
are inclined to retain the Federal estate tax 
law for the purpose of equalizing or cor- 
recting such situations. Upon the passage of 
the present estate tax law there was given 
a credit of the state inheritance tax against 
the Federal tax of an amount not to exceed 
25 per cent of the Federal tax. This means 
that a resident of the state of Florida in 


paying a Federal estate tax gets no such 
credit because there is no Florida inherit- 
ance tax, while a resident of the state of 
Colorado, for example, would obtain against 
his Federal estate tax a credit to the extent 
indicated. 

Some of the members of Congress indi- 
cate that they will oppose the entire repeal 
of the Federal estate tax but will leave it at 
a lower figure with a full credit for the state 
taxes paid, based upon the principle of the 
present law. That would mean, for instance, 
that if such legislation were adopted and in 
a given estate the Colorado inheritance tax 
were, for illustration, six per cent, the Flor- 
ida inheritance tax nothing, and the Federal 
estate tax were likewise six per cent, the 
individual who moved from Colorado to 
Florida would gain nothing in total inherit- 
ance taxes. If he remained a resident of 
Colorado, he would compute a Federal tax 
of six per cent but would pay nothing be- 
cause he would have a credit against it of 
his full Colorado tax. In that case Colorado 
would get the tax and the Federal govern- 
ment would get nothing. If he moved to 
Florida, he would obtain no credit against 
his Federal tax and in that case the govern- 
ment would get six per cent and the state of 
Florida would get nothing. Under these 
circuy*stances there would be no inheritance 
tax .dvantage of his change of residence 
and his property would probably remain in 
the state of Colorado. 


Federal Control Over States 


N view of the fact that several states have 

no inheritance tax some economists and 
others, who feel that an inheritance tax 
should be collected at all costs, argue that 
the present inheritance tax is most satisfac- 
tory for the reason that it allows as a credit 
against the Federal inheritance tax any state 
inheritance taxes paid by the decedent’s es- 
tate not exceeding 25 per cent of the Federal 
tax, and that this legislation, therefore, 
tends to make it necessary for the states to 
impose inheritance taxes to that limit in or- 
der to protect their own citizens. It does 
in some instances, for New York had to 
raise its rates to give its citizens the benefit 
of the deduction. This is an indirect attempt 
at control which it is believed will not find a 
growing body of public opinion in the states 
in support of it, as it is an obvious attempt 
to control the methods of taxation and the 
fiscal policies of the various states of the 
Union. 

If Congress had given a credit of 50 per 
cent the states would have to make their 
state inheritance tax half as productive as 
the “ederal tax in order that their citizens 
might uot be penalized. This would be a 
direct invitation to increase state rates. It 
must be recognized as an attempt to change 
the form of our government, taking away 
from the states by indirection their sovereign 
rights, and making them subservient to the 
Federal government in the same manner as 
municipalities are subdivisions of the state 
government. It is not generally believed 
that such a movement is desirable or that the 
people of the United States will favor de- 
parture from the principles laid down in the 
constitution which contemplate the states as 
sovereign in their rights and the Federal 
government as exercising only the rights 
conferred on it by the states. 
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Mediterranea. 


Egypt—Palestine 


Madeira, Spain, Gibraltar, 
Algiers, Tunis, Constantinople, 
Greece, Italy, Sicily, Riviera, 
Monte Carlo, France, England 


By Specially Chartered Magnificent 
New 20,000-ton Oil-Burning 


Cunard S. S. “Scythia’’ 


Sailing January 26—67 days 
Limited to 400 Guests 
(Less than Half Capacity) 


The Cruise of the “Scythia” to 
the Mediterranean has become 
an annual classic. In every re- 
spect it is unsurpassed. Pre- 
arranged shore excursions at 
every port included in the rate. 
Finest hotels and the best of 
everything. Unusually long stay, 
at the height of the season, in 
Egypt and Palestine. 


Stop-over privilege in Europe 
without extra cost, returning via 
S. S. “Aquitania,” Mauretania.” 
“Berengaria” or any Cunard 
Line steamer. 


Rates, deck plans, itinerary and full in- 
formation on request. Prompt reservation 
advisable. 


Luxury Cruise to the 


WEST INDIES 


Leaving New York, Feb. 18— 
27 Days 


By Palatial S. S. “Veendam” 


Frank Tourist Co. in cooperation with 
Holland-America Line. 


FRANK TOURIST CO. 


(Bet. 1875) 
542 Fifth Avenue, New York 
1529 Locust St., Philadelphis 


582 Market St., San Francisco 
At Bank of America, Los Angeles 


Paris Cairo London 


Some of the arguments for this claim 
are based on the premise that there is a 
fixed proportion which property ought to 
contribute to society upon the death of the 
owner, and if a state refuses to take this 
given proportion, then the Federal govern- 
ment should do so. In other words, capital 
must be taken by taxation whether the state 
needs it or not, and the power to tax is ex- 
erted purely as the power to level and dis- 
tribute accumulated savings. 


Recommendations on Federal 
Gift Tax 


HE elimination of the Federal gift tax 

is recommended for the following rea- 
sons: 

The gift tax was enacted by Congress in 
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WE underwrite and distribute Public 
Utility, Industrial and Municipal Bonds. 


Special service to Banks in bonds 


for investment or re-sale. 


Full details on request. 


A.C.ALLYN*» COMPANY 


Incorporated 


67 West Monroe St. 
New York Philadelphia 


Short Term 
Tax Secured Bonds 
For Banks 


Yielding 6% 


We offer to banks Collateral 
Trust 6% Bonds maturing 
from one to five years at par 
less bankers’ discount. 


These bonds are secured by 


Municipal Securities 


payable from taxes which con- 
stitute a lien on valuable city 
and suburban property ahead 
of all mortgages or other en- 
cumbrance save general taxes. 


Send for circular giving 
full details 


SheHanchelt Bond Ca. 


Incorporated 1910 
MUNICIPAL BONDS 


39 South La Salle St., Chicago 
New York St. Louis Detroit 


the Revenue Act of 1924 as a supplement to 
the estate tax and imposes the estate tax 
rates on total gifts made in any year after 
January 1, 1924, in excess of $50,000 after 
exempting charitable and educational gifts. 

The fundamental considerations against 
the imposition of the Federal estate tax 
apply to the Federal gift tax. In addition 
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Caldwell & Co. 


INVESTMENT BANKERS 


Southern Municipal, Corporation and 
First Mortgage Bonds 


1201 Union Street 
Nashville Tennessee 


Chicago New York 
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Detroit Knoxville 


Chattanooga 
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Southern Municipals 
Bought — Sold — Quoted 


Liberal concessions to banks 


Orders executed on 


New York and Chicago 
Stock Exchanges 


Private wires to New York and Chicago 


A leading authority on all forms 
of investments throughout the South 


in the opinion of many constitutional law- 
yers it is beyond the power of Congress to 
levy this kind of tax. President Coolidge 
said in his statement accompanying the sign- 
ing of the Revenue Act of 1924 that the 
tax was of doubtful legality. 

The tax is not needed from a standpoint 
of revenue. At the time of its adoption it 


was estimated that the yield would approach 
$2,000,000. While we have not seen any 
figures indicating the amount that has been 
collected it would be our conjecture that 
the tax collected for the year 1924 would 
exceed several times this estimate. Consid- 
ering the estimate and the probable amount 
collected, however, the tax ought to be 
classed with the other so-called nuisance 
taxes and abolished. In our opinion the 
amount to be collected by the tax is out of 
all proportion to the legal difficulties in- 
volved in the construction of the law im- 
posing it and the vexatious problems con- 
nected with its collection. 


Diverts Normal Transactions 


U. is a sound principle of tax legislation 
that any tax not absolutely needed which 
tends either to stop the flow of normal 
transactions, or to divert them into abnor- 
mal channels, is uneconomic. It is the most 
natural thing in the world for a man who 
has accumulated a fortune and who has a 
number of growing children to make gifts 
to them from time to time in order to watch 
their handling of the proceeds as a part of 
their financial education. Such arrange- 
ments make for the prevention of waste and 
the sound accumulation of property. The 
gift tax has had a strong tendency to stop 
such natural transactions. It is true that 
many of the gifts, especially from a hus- 
band to a wife, are made primarily for the 
purpose of reducing income and inheritance 
taxes. But even in the case of a gift from 
a husband to a wife the donor is merely 
providing by his own acts that which results 
by operation of law in at least nine states 
of the Union in which half the property 
that a man acquires, as a matter of law, 
belongs to his wife. There is an element of 
unfairness in preventing a man who lives 
in a non-community property law state from 
effecting the same tax saving by gift that is 
effected by operation of law in the com- 
munity property states. 

The very exemptions of the gift tax prove 
that the makers of the law knew that the 
act in itself would tend to prevent disposi- 
tion of property by way of gift because the 
act exempts all gifts for charitable and edu- 
cational purposes. 

The main argument for the enactment 
of the gift tax was that it would be a coral- 
lary to the estate tax and prevent the dis- 
tribution of estates made before death to 
avoid the estate tax. Those who believe the 
estate tax serves a purpose of social econom- 
ics by aiding the diffusion of wealth cannot 
at the same time logically advocate a gift 
tax which stops the voluntary distribution 
of wealth. It is the opinion of trust com- 
pany officials throughout the country that 
this tax has done more than anything else 
to prevent the normal distribution of wealth 
by taxing gifts to members of the family 
and to dependents, whether the gifts were 
contemplated to be made in trust or out- 
right. If the diffusion of wealth was a 
consideration in the minds of the legislators 
in enacting the estate tax then this consid- 
eration became a total failure when they 
voted for the gift tax. 

N considering the subject the committee 

has analyzed the arguments advanced for 
the retention of the tax which are as fol- 
lows: 


302 
| 
| 
i 
| 
= = 


October, 1925 


(a) Claim Tax Needed to Eliminate Loss 
of Federal Taxes. 


The only avowed justification for the gift 
tax which seemed to have a semblance of 
reason was the elimination of loss to the 
Federal government in income taxes and es- 
tate taxes caused through disposition of 
property by way of gift. There has been 
a tendency on the part of some of the Fed- 
eral tax officials and members of Congress 
to classify gifts and the consequent lessen- 
ing of Federal taxes as evasion, when, as 
a matter of fact, a vast quantity of such 
gifts comprise a perfectly natural flow of 
transactions, which would have taken place 
whether there had been high income and 
estate tax rates or not. There existed a 
heavy normal flow of such transactions long 
before these laws were passed, as the records 
of trust companies and law offices through- 
out the land can well establish. There is 
no doubt that such dispositions of property 
were accentuated by reason of the high rates 
of tax imposed by the other two laws. The 
remedy, however, is not to continue an ad- 
ditional economic evil—the Gift tax—but to 
reduce the rates of income tax and to abol- 
ish the estate tax so that these taxes will no 
longer seriously disturb the ordinary eco- 
nomic life of the nation. Fortunately, the 
present budget requirements of the Federal 
government now make this possible. 


Recommendations on State 
Inheritance Taxes 


1. elimination by the states of inheri- 
tance taxes on personal property of non- 
residents is recommended for the following 
reasons: 

(a) State Laws. 

All of the states except Alabama, Florida 
and Nevada now impose inheritance taxes. 
The District of Columbia has no inheritance 
tax. 

In almost all of the states the tax is im- 
posed on the value (iri excess of statutory 
exemptions) of the separate interest of each 
beneficiary of the estate; the rates of tax 
varying according to the value of the in- 
terest and relationship of the beneficiary to 
the deceased. The rates average roughly 1 
per cent to 5 per cent on property passing 
to the widow and children of the deceased, 
2 per cent to 10 per cent on property passing 
to other relatives, and 5 per cent to 20 per 
cent on property passing to strangers. The 
highest rates of tax are imposed by Arkan- 
sas, Wisconsin and Washington, whose rates 
on property passing to strangers run up to 
40 per cent; the maximum rate on property 
passing to the immediate family of the de- 
ceased (14 per cent) is, however, found in 
Illinois. On the whole, the state inheritance 
taxes have not been so heavy as to arouse 
serious antagonism and the tax laws are 
generally well administered. With the prin- 
ciple of moderate and needed inheritance 
taxation we have no quarrel. There is, 
however, one wide-spread and serious evil, 
namely the duplication of inheritance taxes 
on intangible property due to absence of 
comity and coordination in the handling of 
this tax by the several states. This evil is 
one of the subjects of this report. 

(b) Theory of Inheritance Tax. 


The underlying theory of the state inheri- 
tance taxes (if an underlying theory can 
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be said to exist) is that the tax is levied in 
payment for the privilege conferred by the 
state of transmitting property after death 
or on the privilege of receiving such prop- 
erty from the deceased owner. It is further 
based on the value of the property having 
a legal situs or location within the taxing 
state at the time of the owner’s death. 
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Effect on Interstate Business 


Sim present difficulty in ascertaining in 
any given estate the amount of debt bur- 
den due to inheritance taxes created by 
state law is generally said to grow out of 
the character of the property subject to the 
tax. Strictly speaking, however, this diffi- 
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culty grows out of a mixed question of the 
character of the property and the taxing 
jurisdictions. In other words, the main 
criticism of the state inheritance taxes in 
their effect on interstate transactions may 
be said to arise from the fact that our gov- 
ernment is composed of forty-eight different 
state jurisdictions with conflicting laws and 
interpretations lacking comity and coordi- 
nation. 

(c) Real Estate and Tangible Personal 
Property. 

In the case of real estate it is recognized 
that the legal situs, and the only legal situs 
of such property, is the state in which the 
real estate is physically located, and all the 
states having an inheritance tax law impose 
the tax on real estate only if the real estate 
is physically located. within the state. 

The Supreme Court of the United States 
decided in June, 1925, in the Frick case, 69 
Lawyers Edit. Advance Opinions, p. 693, 
(not the insurance case) that a state has no 
jurisdiction over and cannot levy an inheri- 
tance tax on tangible personal property 
(household furnishings and automobiles for 
instance) of a resident decedent situated in 
another state; so that tangible personal prop- 
erty can now be placed in the same category 
as real estate. 

(d) Intangible Personal Property. 

Due to the decision in the Frick case, the 
evil of multiple inheritance taxation is now 
limited to the taxation of intangible personal 
property. Multiple taxation of intangible 
personal property (bonds and notes, for in- 
stance) is possible because of the fact that 
the United States Supreme Court has held 
in effect that a bond or note has a taxable 
situs (1) in the state in which the owner 
of the bond resides (Bullen v. Wisconsin, 
240 U. S. 625 [1915]); (2) in the state in 
which the debtor resides (Blackstone v. Mil- 
ler, 188 U. S. 189 [1903]); and (3) in the 
state in which the bond, note or other in- 
strument evidencing the indebtedness is kept. 
(Wheeler v. New York, 233 U. S. 437 
[1914]). 


Three States Tax on Bond 


F one group of states accepted one view 

as to the situs of the debt and another 
group of states accepted a different view, 
considerable double taxation would neces- 
sarily result. But the situation is made 
infinitely worse by the fact that many of 
the states seize upon all three views as to 
situs as grounds for imposing an_inheri- 
tance tax. If a resident of Iowa owns a 
bond issued by a Maine corporation and the 
bond is kept in a safety deposit box in Ken- 
tucky, all three states impose an inheritance 
tax on the transfer of the bond. 

An even greater number of the states ap- 
ply a corresponding rule to the taxation of 
corporate stock, that is stock is treated as 
having a taxable situs (1) where the owner 
resides; (2) where the corporation is in- 
corporated and (3) where the certificate of 
stock is kept. Many railroad companies are 
incorporated in more than one state, with the 
result that the stock of such companies may 
be subject to inheritance tax by hatf a dozen 
states. 


(e) Avoidance of Multiple Taxation. 
To a considerable extent, owners of in- 
tangible property are able, by appropriate 
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precautions, to avoid multiple taxation. A 
prudent owner of stocks and bonds will con- 
sider keeping his stock certificates and bonds 
on deposit in the state in which he resides 
to avoid one lurking multiple tax. Further- 
more, he will have his bonds in bearer form, 
so that his executor can ignore the multiple 
tax which the state in which the debtor 
company is incorporated may purport to im- 
pose. But in the case of stock in a non- 
resident corporation, there is more difficulty 
in avoiding double taxation. 
(f{) Tax on Non-resident Stock. 


The tax on stock owned by non-residents 
is the keystone of the present “unsatisfactory 
structure of multiple inheritance taxation. 
Remedial legislation secured with respect to 
the taxation of stock would probably be 
readily extended to other intangible property. 


Remedy for Multiple Tax 


HE result of these conflicting laws 

is multiple taxation falling inequitably 
upon estates of similar sizes, depending upon 
the mere chance of location and nature of 
the assets. Remedial legislation to be effec- 
tive must mitigate these defects. 

There are two methods by which the re- 
sult may be achieved, either to abolish the 
non-resident tax except on tangible personal 
property and real estate actually in the state, 
or to enact a reciprocal provision by which 
one state says to all other states: “If you do 
not tax my citizens who die leaving securi- 
ties in your corporations, we will not tax 
your citizens who die leaving securities in 
our corporations.” 

The following states do not tax stocks in 
their corporations owned by non-residents, 
either because they have no inheritance tax 
at all, or specifically exempt non-residents, 
or have full reciprocal provisions: Alabama, 
*Arizona, *Connecticut, Delaware, District 
of Columbia, Florida, Georgia, Idaho, Mary- 
land, *Massachusetts, Nebraska, Nevada, 
*New Mexico, *New York, *Pennsylvania, 
Rhode Island, Tennessee, Vermont, Wyom- 
ing. (*Reciprocal with all other states on 
above list).- 

Eliminating New Jersey, Ohio and Illi- 
nois, the following table shows, for the 
year 1924, the yield of the non-resident tax 
compared with the total inheritance tax on 
residents and non-residents: 


Total 
Inheritance 


ax 
$356,824.00 
864,164.04 
889,802.77 
1,006,510.34 
380,568.80 
*400,000.00 
1,278,635.51 
3,736,646.92 
902,854.33 
47,347.22 
(18 months) 
*1,250,000.00 
361,213.29 
511,125.18 
161,516.68 
414.972.72 
230,094.04 
202,319.00 
191,008.05 
628,538.02 
910,579.25 
(18 months) 
776,000.00 
2,902,203.24 


$1,808,964.43 $18,402,923.35 


Non-Resident 

Inheritance 

State Per Cent 

Arkansas 
Colorado 
Indiana 


$45,468.94 
*100,000.00 
66,000.00 
140,494.73 
133,333.33 
170,678.27 
75,540.38 
84,719.23 
3,378.32 


100,000.00 
23,478.86 
27,502.99 


Kentucky 
Maine, 
Michigan 
Minnesota . 
Montana 


te 


Hampshire. 
. Carolina 

Oklahoma 
Oregon 
S. Carolina... 25. 
Ss. 20,786.00 
Utah 5. 85,515.68 
Virginia 190,180.96 
Washington 40,064.28 


W. Virginia. . 349,200.00 
Wisconsin 91,032.01 


* Approximate. 


Figures are not available from the fol- 
lowing states, none of which is an espe- 
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cially popular corporation state and the non- 
resident stockholder problem should not be 
a serious one in them as it is not believed 
collections would be (except in California) 
very substantial: California, Louisiana, Mis- 
sissippi, North Dakota, Texas. 


Non-Resident Tax Small 


ROM this table it is obvious that the 

tax on non-residents is a very small fig- 
ure in the matter of state finances of the 
various states. Eliminating New Jersey, 
Illinois and Ohio, the total of non-resident 
taxes collected as shown by the above list, 
which includes practically all of the princi- 
pal states was $1,808,964.43 for 1924. Only 
five of them collected over $100,000. In 
case of the wealthiest states the percentage 


NEW YORK 


of yield was very small and in the poorer 
states the amount collected was small though 
sometimes the percentage is higher. ' This 
non-resident tax shown above, of course, in- 
cludes taxes on local real estate and tangible 
personal property owned by non-residents. 
No suggested plan takes away the real es- 
tate portion of the non-resident tax. 

The tax in the three eliminated states was 
as follows: 


Non-Resident Total 
Inheritance Inheritance 
Per Cent T Tax 


$7 ,640.439.00 
6,008,025.00 
1,348,611.00 


State 


Illinois “ee 
New Jersey... 43. 


Your committee, therefore, is forced to 
the conclusion that only by the elimination 
by the several states of inheritance taxes on 
the personal property of non-residents can 
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the problem be solved. This is the result to 
be finally achieved. 


Reciprocal Legislation 


HE only remaining question then, is as 
to whether such elimination is politically 
practical, and if so how it is to be accom- 
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plished. We believe that the present method 
of approach in obtaining elimination of 
these taxes is through reciprocal legislation 
in the various states. In the legislative ses- 
sions just closed the four prominent states 
of Connecticut, Massachusetts, Pennsylvania 
and New York have enacted full reciprocal 
provisions by which they give to all the 
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other states which have non-resident taxes 
the opportunity of benefiting their own citi- 
zens by accepting the invitation of reciproc- 
ity and eliminating foreign taxes on citizens 
of such other states with regard to intan- 
gible personal property. When the expenses 
of collecting the present non-resident tax 
and the effect of such taxes upon investing 
are considered it is extremely doubtful 
whéther the policy pays, and your commit- 
tee is of the opinion that such states as New 
Jersey, which at present do in fact derive 
a large amount of revenue from non-resi- 
dents, will find themselves confronted with 
a rapidly diminishing amount of revenue 
from such sources due (1) to a more intel- 
ligent arrangement of their affairs by in- 
vestors in New Jersey securities or (2) by 
the fact that fewer investors will buy such 
securities or (3) by the voluntary removal 
of corporations from New Jersey to other 
states such as Delaware, which in some re- 
spects presents more favorable charter pow- 
ers than New Jersey offers. 

The adoption of reciprocal provisions by 
the states in the above list would not deprive 
any one state of any very substantial amount 
of money, would render stocks of its cor- 
porations more attractive, and would tend 
to make such states more popular for the or- 
ganization of corporations with the conse- 
quent increase in fees. Your committee is 
of the opinion that with the movement al- 
ready under way for reciprocal legislation 
many other legislatures of the country will 
be farsighted enough to take a broader view 
of the problem and fall in line with the 
logical, efficient and intelligent treatment of 
the non-resident inheritance tax problem, 
both from the administrative and revenue 
point of view. 


Where Reform is Needed 


os states in which legislative reform 
should be concentrated are those in 
which are incorporated the bulk of those 
large corporations whose stocks and bonds 
are widely distributed throughout the United 
States. These are the commercial and in- 
dustrial states of New York, Pennsylvania, 
Ohio, Massachusetts, Illinois and Michigan 
and a few other states—Delaware, Mary- 
land, New Jersey, Maine, Virginia and West 
Virginia,—in which (because of past or 
present peculiarly favorable incorporation 
laws), a large number of corporations whose 
business is conducted outside of the state 
are incorporated. 

Of these states Delaware and Maryland 
impose no tax on personal property owned 
by non-resident decedents—this being one 
of the inducements to incorporation in these 
states. Connecticut, Massachusetts, Penn- 
sylvania and New York have adopted the 
reciprocal plan. This leaves Illinois, Ohio, 
Virginia, Michigan, Maine, West Virginia 
and New Jersey as the states on which suc- 
cessful concentration of effort will yield the 
maximum of practical result. 

It is true that the states which have 
adopted reciprocal exemptions, while advo- 
cating the abolition of all taxation of the 
intangibles of non-residents, seek to penalize 
those states which do not confer equal bene- 
fits. Therefore, the reciprocal exemption is 
merely an intermediate step looking to the 
general adoption of the fundamental prin- 
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ciple. It is a means to an end and not the 
end itself. 

The committee, therefore, has the end in 
view of establishing the correct principle 
of the elimination by the states of inheri- 
tance taxes upon personal property, both 
tangible and intangible, of non-residents. 


Other Plans Considered 


N considering the subject the committee 

has studied and rejected other plans for 
the solution of the problem. The plans con- 
sidered are as follows: 


(a) Taxation in State of Incorporation 
and Domicile Only. 

One suggested remedy is that intangible 
property should be taxed only in the state 
of incorporation so far as shares of stock 
are concerned and in the domicile of the 
debtor in case of bonds and other debts In 
view of the fact, however, that many cor- 
porations own no property in the state of 
incorporation there appears to be no irre- 
sistible logic in such a tax and therefore no 
special reason for departing from the usual 
and satisfactory rule that personal property 
follows the domicile of the owner. Further- 
more, such remedy would not relieve the sit- 
uation with regard to corporations which 
are organized in several states as it would 
require the burdensome machinery of ob- 
taining waivers from such several states. 


(b) Federal Collection and Apportion- 
ment. 

Another suggested remedy is contained in 
a proposal which has recently received some 
publicity. This principle is that all inheri- 
tance taxes in the United States be collected 
by the Federal government and the amounts 
so collected be distributed on some equitable 
basis among the states. 

This plan is so impractical that it needs 
little discussion. It would require a con- 
stitutional amendment to empower Congress 
to forbid the states from imposing inheri- 
tance taxes, and there is not the slightest 
reason to believe that such an amendment 
could be secured. Furthermore, it is very 
doubtful whether the proposed method of 
collection and distribution would be advis- 
able even if it were constitutional. 


(c) Matthews Plan. 


The Matthews Plan, briefly, is to tax the 
intangibles of a non-resident located within 
the state or the stock of domestic corpora- 
tions owned by a non-resident at the flat 
rate of 2 per cent on the appraised value, no 
deduction or offset being permitted. 


How Modified Plan Works 


NDER the modified Matthews Plan 

adopted in New York, the executors of 
a non-resident may pay 2 per cent on the 
appraised value without deduction or may 
pay 3 per cent of the appraised value after 
deduction. To obtain the deduction would 
necessitate the usual complete information 
concerning the assets and liabilities of the 
estate, and the items allowed as deductions, 
a tax of 3 per cent being levied on the net 
value so determined. 

The original Matthews Plan has been 
adopted in California, Connecticut, Ken- 
tucky, New Hampshire and Virginia and the 
modified plan in New York. While it elim- 
inates delay and lessens the tax burden on 


AMERICAN BANKERS ASSOCIATION JOURNAL 


The Sterling Mark of Banking 


is the Shawmut Indian—ex- 
pressing cordial and helpful 
relations between customer 
and bank. What the Shaw- 


mut Indian is doing for others 
he can do for you. Why not 
put him to the test? 


THE NATIONAL 


SHAWMUT BANK 


40 WATER STREET BOSTON, MASS. 


No Promise Equals Performance 


OR seventy-five years the ‘‘Old Marine” has 

served Buffalo. Today, with resources over 
One Hundred Sixty Millions of Dollars, it is the 
largest and oldest commercial bank on the Niagara 
Frontier. 


THE MARINE TRUST COMPANY 
of BUFFALO 


Resources Over One Hundred Sixty Millions of Dollars 


COMMON instruction in business transactions with 
Porto Rico— 

‘“‘ Please Present Documents Through Banco de Ponce.” 
Our main efforts being directed to the promoting of trade re- 
lationship between the continental United States and this Island, 
we have specialized our collecting services to further our purpose. 


BANCO DE PONCE 


PONCE, PORTO RICO 


Capital. . . $750,000.00 Surplus. . . $175,000.00 
Assets . . . $5,000,000.00 


WE SOLICIT YOUR COLLECTIONS CORRESPONDENCE INVITED 


AMERICAN BANKERS ASSOCIATION JOURNAL 


WANTED 
Liberty Head $2'%% Gold Pieces 


1907 or Earlier 


GUTTAG BROS., 


16-18 Exchange Place, 
New York 


Your Funds—Protect Them 


_ If you did not have vaults, burglar alarms and other 
- protective devices your depositors would kick. 


Do you protect your own 
checks as carefully? 


You can get scientific mechanical protection in the 
SAFE GUARD CHECK WRITER, which auto- 
matically guards both payee name and amount line in 


one operation. 


Your transit number can be included in your ma- 


chine. 


Post card or letter brings you set of rules on financial 


protection. 


No obligation. - 


The Safe-Guard Check Writer Co. 


5 Beekman Street 


COLLEGE 


NEW YORK CITY 


FINANCE & BUSINESS ADMINISTRATION 
STATE AUTHORIZED COLLEGE DEGREE IN 2 YEARS INSTEAD OF 4- 


Same credit hours as im 4-year regular University course. 
Bachelor degrees for both young men and women. 


are graduates. 


8 to 10 bank presidents in one city 
Courses in Finance, Secretarial 


Science, Managerial, Shorthand, Higher Accountancy (C, P. A.), Banking, Normal, and Business 


75 minutes from New York, 
Co-ed. 


Administration. 
industries. Positions for all graduates. 


surrounded by the plants of the nation’s 
61st year. 


leading 
For CATALOG address. 


RIDER COLLEGE, Box B, TRENTON, NEW JERSEY. 


U. HEADQUARTERS 
MAUSER & LUGER Arms 
Long Luger Barrels. Repairing. 
Rifles, Shotguns, Over and Unders, 
Trapguns, Automatics, Drillings, 
Ammunition. Zeiss Binoculars. 
ILLUSTRATED CATALOG cts. 
A. F. STOEGER, 
224 East 42nd St., New York 


non-resident stocks it still imposes a double 
tax. 


The so-called Matthews Plan does not 


purport to be a remedy for the situation but 
a palliative. It does not reach the heart of 
the problem and in the case of corporations 
incorporated in several states still leaves a 
multiplicity of taxing authorities to be dealt 
with in the case of a single security. There- 
fore it is not recommended as being is 
good an approach to the elimination of mul- 
tiplicity as the reciprocal tax plan. 

Of course the ideal remedy to meet the 
difficulties that have been discussed would 
be the enactment by the states of a uniform 
law. Such a law would attempt to solve 
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the difficulties on the basis of the best ex- 
perience and principles. This is the goal 
to be kept in view. It is realized that varia- 
tions of fiscal policy, divergence of the char- 
acter of wealth and industry, provisions of 
constitutions, and other factors in the states 
make absolute uniformity presently imprac- 
ticable. Substantial uniformity on the ques- 
tions of difficulty is, however, possible of 
accomplishment. Until this point can be 
reached the remedy lies in such amendments 
as shall clarify indefinite provisions of the 
laws and as shall remedy defects and elim- 
inate wrong principles. 


Other Agencies Seeking - 
Remedies 


HE National Tax Association, which is 

composed of economists, state tax offi- 
cials, lawyers and business men, throughout 
the country, has been studying the problem 
for several years and has made certain defi- 
nite recommendations through its committee 
on inheritance tax legislation and among 
other things has made a draft of a model 
inheritance tax law. 

The Commissioners on Uniform State 
Laws have a committee at work on a uni- 
form state inheritance tax law. There was 
held in Washington in February a confer- 
ence on inheritance tax legislation at which 
about thirty-five states were represented by 
delegates appointed by the state authorities 
and which representatives of the Treasury 
Department attended. This conference was 
opened with an address by President Cool- 
idge. At the end of the session the dele- 
gates authorized the appointment of a com- 
mittee to carry out the work of the confer- 
ence. This committee has been appointed 
and is already at work. 

Your committee recommends that it be 
continued for the purpose of cooperating 
with these other organizations and assisting 
the Association in the accomplishment of the 
recommendations embodied in this report. 

Raymond H. Berry, assistant secretary, 
Detroit Trust Co., Detroit, Mich.; F. W. 
Denio, vice president, Old Colony Trust Co., 
Boston, Mass.; Merrel P. Callaway, vice 
president, Guaranty Trust Co., New York 
City; James Dunn, Jr., vice president, Union 
Trust Co., Cleveland, Ohio; R. M. Sims, 
vice president, Mercantile Trust Co., San 
Francisco, Cal.; W. H. Wood, president, 
American Trust Co., Charlotte, N. C.; Roy 
C. Osgood, Chairman, vice president, First 
Trust and Savings Bank, Chicago, III. 
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